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FOREWORD 


In  putting  forward  this  solution  of  the  confusing 
if  not  really  difficult  problem  of  how  to  maintain 
the  unit  of  currency  in  any  country  at  a  uniform 
value,  I  have  been  much  exercised  by  the  con- 
sideration of  whom  I  should  address.  Should 
I  address  myself  to  the  economist,  the  scientist, 
the  man  of  affairs,  the  financier,  the  banker  or 
the  man  in  the  street  ?  I  wish  to  address  all,  but 
all  do  not  understand  the  same  language.  It  has 
been  necessary  to  explain,  and  to  state,  facts 
which  to  some  are  elementary  and  to  others  are 
unknown  or  never  considered,  and  therefore 
unfamiliar.  I  have  thought  it  well  to  put  many 
of  these  facts  and  considerations  in  an  appendix, 
which  those  to  whom  they  are  familiar  need  not 
read  attentively,  but  others  to  whom  the  facts 
are  new  may  study  and  consider. 

Ordinarily  we  do  well  not  to  think  of  our 
appendix  unless  it  troubles  us,  but  in  this  case 
I  would  ask  my  readers  to  peruse  this  part  of 
the  book,  because  unless  they  do  so  they  will 
fail  to  get  the  full  force  and  effect  of  .the  main 
argument. 

I  do  not  bring  forward  anything  which  has 
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not  been  mentioned  before,  but  I  do  come  to 
the  problem  in  the  attitude  and  from  the  point 
of  view  of  a  man  of  affairs  who  has  had  a  large 
experience  in  dealing  with  Government  problems. 
I  come  to  it  as  one  who  wishes  to  get  something, 
and  that  the  right  thing,  done,  and  not  as  one 
who  is  desirous  of  writing  a  treatise.  I  put 
forward  a  proposal  for  practical  action  for  saving 
all  the  countries  of  the  world  from  a  present  very 
grave  and  serious  danger  arising  from  continually 
rising  prices,  and  from  a  future  danger  of  con- 
tinually falling  prices. 

To  be  more  fanciful  if  more  philosophic  I 
would  point  out  that  I  am  only  applying  to 
this  problem  the  well-known  principle  of  rela- 
tivity, a  principle  which  governs  all  we  say 
and  do  and  all  that  happens  in  this  world  in 
which  we  have  to  live.  Ever5rwhere  and 
every  moment  we  are  surrounded  by  rela- 
tions. Some  are  very  distant,  such  as  those 
^  Professor  Einstein  has  recently  so  learnedly  dis- 
cussed. Some  are  very  near  and  dear.  Some 
are  very  good  and  some  very  badly  behaved 
and  unruly.  The  relation  I  am  concerned  with 
in  this  pamphlet  is  one  who  ordinarily  is  well 
behaved,  but  recently  has  become  the  bad  bar- 
gain of  the  family,  and  we  have  no  Australia  to 
which  we  can  persuade  him  to  emigrate.  We 
must  mend  him  or  bear  with  him.  Mr.  Currency 
is  his  name,  and  I  show  how  he  can  again  be  made 
a  sober  and  useful  member  of  our  family. 

The  suggestion  which  I  make  is  this.    I  would 
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fix  the  value  of  the  currency  unit  upon  as  many 
items  of  goods  and  services  as  possible  and  not 
only  upon  gold.  Then  I  would  apply  statistics 
of  prices  to  a  use  to  which  they  have  not  yet 
been  directly  put,  to  construct  a  valometer 
which  is  to  afford  a  practical  guide  in  the 
management  and  control  of  the  currency  and 
enable  us  to  maintain  whatever  standard  of 
measurement  of  all  goods  and  services  may 
be  adopted,  constant  and  invariable.  I  hope 
at  some  future  time  to  show  how  large  a  part 
statistics  can  be  maSe  to  play  in  enabling 
Governments  to  ward  off  many  of  the  evils 
which  now  arise  in  the  world  of  labour  and  pro- 
duction. I  hope  also  to  show  that  it  is  by  collect- 
ing statistics  and  placing  them  at  the  disposal 
of  the  public  rather  than  in  direct  production 
that  Government  can  do  most  effective  and  useful 
work. 


SECOND  FOREWORD 


The  argument  which  I  ampHfy  is  this  : 
Currency  performs  two  functions  : 

(a)  It  is  a  medium  of  exchange. 

(b)  Its  unit  is  the  standard  of  measurement  of 
all  values. 

As  a  medium  it  is  a  convenience  that  it  should 
be  plentiful.  As  a  standard  it  is  essential  that 
its  unit  should  be  constant.  The  problem  is  to 
secure  both  obj  ects.  My  criticism  of  all  treasuries 
alike  is  that  the  latter  object  has  been  entirely 
neglected.  How  j&xity  of  standard  may  be 
secured  it  is  my  endeavour  to  show.  The  vast 
number  of  appalling  evils  which  have  resulted 
from  a  variable  standard  I  have  tried  in  a  small 
measure  to  portray. 

To  continue  the  argument,  as  the  medium  is 
increased  it  becomes  less  valuable  unless  there 
is  proportionally  more  work  to  be  done  by  it. 
Therefore  currency  must  only  be  increased  to 
the  extent  that  the  work  it  has  to  do  increases. 
Similarly  currency  must  be  decreased  if  the  work 
it  has  to  do  decreases. 

Changes  in  the  average  price  of  goods  and 
services  measure,  or  at  least  indicate,  changes 
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in  the  work  the  currency  has  to  do.  By  using 
the  index  figures  which  indicate  these  changes 
we  can  have  a  guide  to  whether  we  are  to  increase 
or  decrease  the  quantity  of  currency  in  order  to 
secure  a  constant  value  of  the  unit  of  currency. 

In  the  matter  of  currency  Government  has 
adopted  a  mistaken  poHcy  which  has  led  to  an 
undue  issue  of  currency  which  has  forced  up  the 
average  of  prices  and  depreciated  the  value  of 
currency. 


CURRENCY  AND 
ITS   RELATION  TO  PRICES 

With  which  is  combined  A  Criticism 
of  the  Treasury  and  proposals  for  the 
proper  control  and  management  of 
the  currency 

The  propositions  which  I  put  forward  are  : 

(1)  Price  is  the  number  of  units  of  currency 
which  are  given  for  an  article.  See  Appendix  A. 
In  England  at  present  the  unit  of  currency  is 
the  £i  note. 

(2)  The  notes  can  and  do  vary  in  value  at 
different  times. 

(3)  Notes  are  a  commodity  and  as  such  have 
a  use  or  purpose  or  duty  to  fulfil. 

(4)  One  use  of  the  notes  is  to  effect  exchanges. 
This  is  the  first  use  I  discuss  and  it  may  be  use- 
fully explained,  and  I  do  so  in  Appendix  B. 

(5)  When  the  notes  are  less  in  value  more 
of  them  have  to  be  given  in  exchange. 

(6)  This  last  proposition  is  true  whether  the 
exchange  is  made  with  a  service  or  commodity 
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which  has  itself  changed  value  or  has  remained 
constant  in  value. 

(7)  The  sum  of  the  amounts  of  currency  in 
individual  exchanges  is  equal  to  the  total  currency 
used  in  all  exchanges. 

(8)  The  total  currency  used  in  all  exchanges 
is  the  total  currency  issued  and  available  in 
the  market. 

(9)  This  total  will|be  ascertained  if  the  average 
number  of  notes  in  an  exchange  is  multiplied 
by  the  number  of  exchanges. 

That  the  price  is  the  number  of  notes  used 
in  each  exchange  was  my  j&rst  proposition.  The 
price  therefore  depends  upon  the  total  currency 
in  the  market  and  the  number  of  the  exchanges. 
It  will  be  found  to  vary  directly  with  the  amount 
of  currency  and  inversely  with  the  number  of 
exchanges.    Appendix  C. 

The  price  is  therefore  dependent  on  currency 
and  the  number  of  exchanges  the  currency  per- 
forms. Other  causes  also  influence  the  price, 
notably  a  precisely  similar  set  of  conditions 
affecting  the  goods  priced  which  influence  the 
price  but  in  an  opposite  direction.  Such  are 
supply  and  demand  of  goods,  cost  of  production. 
Government  interference  (random  direction)  and 
other  influences,  possibly  many  which  have  not 
been  observed.  We  must  therefore  qualify  the 
words  "  dependent  on  "  and  sdiy  partly  dependent 
on.  This  may  appear  to  be  very  vague,  but  as 
will  be  seen  it  is  possible  to  ascertain  how  much 
of  it  is  due  to  each  cause  with  great  precision. 
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This  reservation  partly  is  of  very  great  importance 
in  this  discussion. 

(10)  To  continue,  when  at  a  different  time  more 
notes  are  demanded  for  the  same  commodity 
this  may  be  due  to  the  fall  in  value  of  the  notes 
or  to  a  rise  in  value  of  the  commodity. 

(11)  These  t.wo  incidents,  the  fall  in  value  of 
the  notes  and  rise  in  value  of  the  commodity, 
are  in  their  incidence  independent,  and  if  either 
or  both  incidents  happen  each  will  have  its  full 
effect  on  the  resultant  price.    Appendix  D. 

(12)  It  is  not  possible  to  determine  whether 
the  increase  is  due  to  the  fall  of  the  notes  or  the 
rise  of  the  commodity,  or  how  much  to  each, 
merely  by  noticing  the  increase  in  the  notes 
required  to  effect  an  exchange.  Appendix  E. 
For  this  determination  evidence  must  be  sought 
outside.  Such  evidence  can  be  found.  Appen- 
dix F. 

(13)  If  the  increase  of  price  is  general,  it  is 
due  to  the  fall  in  the  value  of  the  note.  If  the 
increase  is  special  to  one  commodity  it  is  due  to 
the  increase  in  the  value  of  the  commodity. 
Appendix  G. 

(14)  It  is  possible  to  ascertain  if  the  increase 
of  prices  is  general  or  special  by  means  of  the 
index  numbers  which  show  the  variations  of 
price  of  each  commodity  included  in  the  calcula- 
tion and  for  all  the  commodities  in  general.  The 
term  index  number  is  generally  confined  to  the 
latter.  But  the  general  or  average  prices  of 
the  special  commodities  are  also  index  numbers 
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of  those  commodities.  But  it  is  the  general 
index  number  of  all  commodities  which  alone 
indicates  a  rise  or  fall  in  the  value  of  currency. 
Appendix  H. 

(15)  The  value  of  any  commodity,  and  there- 
fore of  currency,  is  affected  by  supply  and  demand. 
It  increases  directly  with  increase  of  demand 
and  decreases,  or  increases  inversely,  with  increase 
of  supply.    Appendix  I. 

(16)  The  demand  for  currency  is  only  partially 
in  the  power  of  Government  to  control,  but  the 
supply  is  wholly  and  directly  within  their  control. 

(17)  By  controlling  the  supply  Government 
can  maintain  the  value  of  the  unit  of  currency 
at  any  standard  they  approve. 

If  we  take  the  general  or  average  price  as 
the  price  we  will  use  for  our  calculation,  this 
price  multiplied  by  the  number  of  exchanges 
makes  up  the  total  currency  required  and  used. 
If  the  price  is  fixed  the  currency  must  conform 
to  the  price.  If  the  currency  is  fixed  the  price 
must  conform  to  the  currency.  This  is  only  to 
say  if  the  items  are  fixed  the  total  follows.  If 
the  total  is  fixed  the  items  must  be  made  to  agree. 

(18)  By  modifying  the  amount  of  currency  prices 
are  modified.  The  process  then  is  this.  Actual 
prices  are  the  starting  point.  The  index  number 
is  a  valdmeter  which  discloses  if  prices  are  moving 
up  or  down.  If  the  average  or  general  price 
is  moving  upwards,  the  quantity  of  currency  can 
be  reduced,  if  downwards  it  can  be  increased 
until  parity  with  the  accepted  standard  is  secured. 
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And  now  to  pass  to  the  second  Property 
OF  Currency  and  of  its  Unit  the  £i  Note. 

(19)  The  £1  note  is  the  standard  of  measure- 
ment of  all  values  in  the  countries  where  it  is 
current. 

(20)  It  is  the  business  or  duty  of  a  standard 
to  be  fixed  or  constant.  A  varying  standard  of 
measurement  is  an  absurdity  or  a  wickedness,  or 
both.    Appendix  K. 

(21)  Government  ought  to  be  anxious  to  secure 
the  V7elfare  of  its  people  and  should  take  measures 
to  secure  constancy  and  stability  in  the  standard 
of  value.  This  ought  to  be  their  supreme  and 
overmastering  aim  in  the  management  of  the 
currency.  They  have  in  fact  neglected  it  entirely, 
and  this  not  in  one  country  only  but  in  nearly 
all  countries.    Appendix  L. 

Before  proceeding  to  show  how  the  standard 
of  value  can  be  kept  stable  let  me  give  another 
and  direct  explanation  of  the  relation  between 
prices  and  the  total  amount  of  currency  in  a 
country,  based  upon  the  essential  conditions  of 
all  exchanges.  It  agrees  entirely  with  the  former, 
which  indeed  was  unavoidable,  but  is  worth  men- 
tioning since  it  will  lead  us  to  conclude  we  have 
been  thinking  correctly. 

A  =  B  may  be  used  as  an  expression  of  any 
exchange.  Say  it  is  i  note  for  i  chair,  and  that 
this  is  the  first  exchange.  Presently  a  second 
exchange  is  made  expressed  by  2A  =  B  or  in 
this  case  2  notes  for  i  chair.  Now  the  chair 
presumably  has  not  altered,  but  relatively  to  A 
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it  has  done  so  and  is  dearer  since  it  costs  2  notes 
instead  of  i.  Expressed  in  this  way  we  ought 
to  conceive  the  change  as  due  to  a  change  in  A. 
Most  probably  we  don't  consider  it  at  all,  but  just 
accept  it  as  having  happened.    Now  let  us  take 

another  case,  a  third  exchange,  and  say,  A  =  — 

2 

which  may  express  that  B  has  got  cheaper  and 

A   remains  the   same.    2A  =  B  and  A  =  — 

2 

are  the  same  in  effect  though  they  may  have 
arisen  from  different  causes.  The  cheapening 
of  B  may  have  arisen  from  its  multiplication, 
i.e.  increased  production  or  other  causes  which 
are  independent  of  the  note.  Now  again,  let 
me  take  a  fourth  exchange  which  may  be  expressed 

by  2A  =  — ,  which  may  cover  the  combined  case 
2 

of  A  cheapening  and  B  getting  dearer.  This  is 
equal  to  4A  =  B,  which  shows  that  under 
the  combined  action  of  A  cheapening  and  B 
getting  dearer,  B  gets  very  much  dearer  than 
if  either  of  these  actions  occurred  alone.  Or, 
and  it  is  the  same  in  effect  though  the  cause 
may  be  different,  we  may  say  A  gets  very  much 
cheaper.  The  action  which  I  propose  shall  be 
taken  will  be  equally  suitable  whichever  has 
happened :  viz.  A  (currency)  cheapened  or  B 
(goods)  grown  dearer. 

This  connects  with  my  former  argument  if 
it  is  remembered  that  the  demand  for  A  (the 
notes)  is  depen4ent  in  part  on  the  number  of 
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transactions,  which  in  turn  is  dependent  on  the 
amount  of  goods  to  be  exchanged. 

The  analysis  can  be  carried  a  step  farther,  a 
step  which  is  suggested  by  the  last  remark. 
It  is  this  :  We  have  seen  that  the  demand  for 
currency  is  dependent  on  the  goods  and  services 
put  up  for  exchange  with  the  currency.  Let 
us  go  one  step  farther  and  say  what  is  unavoid- 
ably true,  that  the  demand  for  currency  is  the 
amount  of  goods  and  services  which  are  put 
up  for  exchange.  We  are  thus  brought  down 
to  the  fundamental  condition  of  all  exchange  : 
viz.  that  it  is  exchange.  Farther  than  this  it 
does  not  seem  possible  to  go  in  any  analysis. 
Similarly  the  demand  for  goods  and  services 
is  the  amount  of  currency  which  is  put  up  for  them. 
The  last  proposition  is  equivalent  to  the  state- 
ment that  the  supply  of  currency  is  the  demand 
for  goods  and  services.  Put  in  that  form  we 
are  perhaps  not  so  ready  to  give  it  accept- 
ance. At  once  the  reply  comes,  Not  neces- 
sarily so.  I  am  not  bound  to  buy  goods 
because  Mr.  Chamberlain  issues  notes.  No, 
but  you  can't  buy  them  with  notes  if  he 
doesn't  do  so.  And  we  are  talking  of  an  actual 
exchange  and  not  an  imaginary  one.  In  a  real 
exchange  to  be  made  with  notes  you  go  with 
your  notes  into  the  market,  and  if  you  don't 
there  is  no  exchange.  Try  it  in  any  shop  where 
they  demand  ready  cash.  I  might  have  begun 
my  thesis  by  the  above  remarks  and  reversed 
the  order  of  my  proof.    It  seems  to  me  that  a 
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well-constituted  mind  would  accept  as  self-evident 
that  the  value  of  currency  must  necessarily  be 
constant  if  the  average  of  prices  remains  the 
same.    Appendix  Ri,  R2  and  R3. 

Stability  of  the  Standard. 

And  now  to  consider  how  the  standard  of 
value  can  be  kept  stable. 

Appoint  a  Currency  Commissioner  and  a 
Committee  to  assist  him. 

First  and  foremost  the  duty  of  management 
of  the  currency  should  be  in  the  hands  of  an 
independent  Currency  Committee  whose  sole  duty 
it  shall  be  to  manage  it.  It  should  not  be  in 
the  hands  of  a  Treasury  officer  who  also  has 
the  duty  of  finding  ways  and  means.  To  cheapen 
money  facilitates  loans,  and  the  Treasury  officer 
is  often  at  his  wits'  end  to  find  means  to  carry 
on  and  is  tempted  constantly  to  cheapen  money. 
For  such  an  officer  to  be  in  charge  of  the  currency 
is  an  unnecessary  danger,  and  how  disastrous  it 
has  been  we  have  only  to  look  round  to  see. 
It  does  not  seem  to  matter  how  disastrous  the 
depreciation  of  the  currency  eventually  will  be, 
the  easy  path  seems  always  to  be  trodden. 

Bank  of  England  Notes  to  be  covered  by 
Currency  Notes. 

The  next  condition  is  that  the  Currency  Com- 
missioners shall  be  given  full  control  of  the 
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currency.  At  present  the  Bank  of  England  can 
issue  bank  notes  under  cover  of  gold.  This  must 
be  stopped  and  the  bank  only  allowed  to  issue 
its  notes  under  cover  of  currency  notes.  This  does 
not  mean  any  restriction  on  buying  and  holding 
gold,  nor  restriction  on  the  issue  of  bank  notes, 
which  are  a  great  convenience.  But  currency 
notes  must  be  held  to  the  same  value  as  the 
bank  notes  issued. 

Fallacy  of  the  Treasury  and  the  Committee 
ON  Foreign  Exchange  and  Currency. 

And  now  the  Treasury  doctrine  and  practice 
that  when  the  banks'  balances  or  reserves  go 
below  20  per  cent,  of  their  liabilities  currency 
notes  must  be  issued  has  to  be  attacked.  It 
is  an  utter  fallacy.  First,  why  the  arbitrary 
figure  of  20  per  cent  ?  It  is  purely  arbitrary, 
but  let  that  pass.  What  is  the  origin  of  the 
idea  ?  Clearly  it  arises  out  of  the  experience 
of  the  panic  at  the  beginning  of  the  war.  There 
was  never  the  smallest  danger  in  refusing  to 
issue  more  currency  so  long  as  there  was  no 
panic  such  as  occurred  when  war  was  declared 
and  crowds  rushed  to  the  banks  to  ask  for  their 
balances.  Nor  has  any  permanent  advantage 
resulted  from  such  issue  of  additional  currency 
even  in  respect  of  the  price  of  loans.  The  bankers 
have  been  enabled  by  such  issue  to  get  notes 
from  Government  more  cheaply  than  they  could 
have  got  them  at  the  moment  from  the  public. 
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But  there  never  was  and  is  not  now  any  doubt 
that  the  bankers  can  get  any  quantity  of  notes 
if  they  will  only  pay  the  price.  As  a  matter 
of  fact  it  is  a  question  of  time.  If  any  one  will 
study  Appendix  B  it  will  be  apparent  that  notes 
will  come  in  to  the  banks  of  themselves,  given 
time,  but  as  the  banks  must  issue  notes  when 
demanded,  and  cannot  ask  for  time  they  must 
get  the.  notes  they  want  at  once.  Their  reserves 
are  held  to  meet  this  position.  If  the  banks 
want  to  get  notes  in  more  quickly  they  must 
give  an  inducement  to  the  public  to  hand  them 
in  more  quickly.  A  temporary  accommodation 
by  Government,  in  an  emergency,  such  as  was 
given  when  the  war  broke  out,  is  not  only  useful 
but  is  necessary  to  avert  great  disaster.  But 
to  keep  repeating  this  accommodation  to  meet 
merely  seasonal  or  temporary  demands  is  quite 
unnecessary.  A  study  of  Appendix  B  will  show 
the  enormous  flexibility  of  the  currency,  which 
is  equivalent  to  a  power  of  automatic  increase 
or  decrease  under  the  necessary  stimulus.  Only 
if  this  is  inadequate  need  the  Treasury  intervene. 
But  Government  interference  would  at  least 
have  been  harmless  if  the  Treasury  had  taken 
measures  to  return  to  the  status  quo.  This  they 
have  not  done.    I  will  return  to  this. 

At  the  risk  of  repeating  myself  I  must  enlarge 
on  this  assertion  of  the  necessity  of  the  Treasury 
giving  out  currency.  If  Government  had  not 
issued  more  currency  the  price  of  what  is  spoken 
of  as  call  money  would  have  risen.    A  high  level 
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of  call  money  might  have  been  maintained  for 
a  longer  or  shorter  time.  But  bankers'  credits 
would  then  have  been  restricted.  This  not 
because  there  was  not  currency  enough  to  be 
had  by  bankers  if  they  would  pay  for  it,  but 
because  would-be  borrowers  would  not  pay 
what  the  banks  demanded  of  them  (some  2 
per  cent,  more  than  the  banks  pay). 

The  banks  would  then  be  under  no  necessity 
to  find  notes  to  finance  new  loans,  and  as  the 
old  loans  were  paid  off  the  banks'  requirements 
of  notes  would  fall  and  the  price  of  call  money 
would  fall.  The  price  of  call  money  is  temporary 
and  fluctuating  and  dependent  on  the  demand 
for  loans. 

We  shall  see  that  there  will  be  some  who  will 
defend  the  issue  of  currency  on  the  ground  that 
it  was  necessary  for  the  issue  of  loans,  the  avowed 
ground  I  believe  put  forward  in  Germany,  but 
that  is  not  the  ground  put  forward  by  the  Trea- 
sury and  the  Finance  Commission.  If  it  were 
it  would  be  equally  easily  demolished.  It  would 
be  an  illustration  of  the  old  nursery  story  of  the 
bear  living  by  sucking  its  own  paws. 

Those  who  assert  the  necessity  of  an  issue  of 
currency  to  meet  bankers'  requirements  must 
explain  how  it  is  possible  in  a  gold  currency 
country  for  bankers  to  meet  their  requirements 
when  gold  is  rising  in  value.  In  that  case 
bankers  must  take  the  currency  they  want  from 
the  public.  They  cannot  without  loss  take  it 
from  the  mint  unless  call  money  is  so  dear  that 
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it  is  cheaper  to  coin  gold.  But  this  means  that 
gold  is  cheaper  and  not  dearer  than  currency  at 
the  moment. 

Treasury  not  only  financing  its  own  Loans 
BUT  ALL  Loans  by  issuing  more  Notes. 

And  now  to  return  to  our  argument.  As  the 
notes  issued  were  not  withdrawn  when  the 
demand  of  the  banks  fell  off,  they  were  absorbed 
into  circulation  and  prices  rose  accordingly. 
Then  at  the  next  temporary  seasonal  or  other 
demand  the  process  was  repeated,  and  so  gradually 
the  present  inflated  currency  has  been  built  up. 

It  does  not  seem  to  have  been  noticed  that 
the  Treasury  by  its  flat  rate  20  per  cent,  rule  is 
financing  with  currency  not  only  its  own  borrow- 
ings but  all  private  borrowings  as  well,  for  no 
distinction  has  been  or  well  can  be  made  between 
public  or  Government  and  private  borrowings. 
Government  is  always  paying  off  and  renewing 
its  Treasury  borrowings,  and  so  of  course  is  always 
butting  in  at  the  end,  and  being  the  last  borrower 
when  the  banks  are  full  up  with  loans  is  asked 
to  pay  more.  But  it  is  not  the  Government 
borrowing  only  which  determines  the  rate,  but 
the  whole  amount  of  borrowing.  Government 
must  pay  the  market  price  of  the  time  when  it 
borrows  like  any  other  borrower.  To  issue  notes 
to  save  its  purse  may  be  convenient,  but  it  is 
certainly  not  necessary,  and  as  I  shall  show  is 
most  disastrous  to  itself  and  others.  Much  is 
made  of  the  proposed  remedy  of  levying  by  loan 
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or  taxes  the  1,400  million  or  so  of  Treasury  notes 
or  credit  the  Government  is  working  on.  Certainly 
it  is  most  important  not  to  carry  on  business 
on  credit.  It  is  most  wasteful  and  extravagant. 
But  to  pay  back  the  loan  won't  touch  prices 
unless  notes  are  withdrawn.  It  will,  however, 
affect  the  Government  expenditure,  which  is, 
of  course,  important  to  all  who  have  to  pay  taxes. 
My  club  has  made  a  great  saving  by  putting  up 
money  and  doing  its  catering  on  cash  instead  of 
credit  and  the  advantage  of  such  a  course  is 
known  to  everybody.  For  Government  in  the 
case  of  the  redemption  proposed  the  profit  will 
not  be  so  large  as  it  was  for  my  club.  Ordinarily 
caterers  take  more  out  of  a  client  who  is  in  their 
debt  than  the  creditors  of  the  Treasury  take. 
Government  by  their  redemption  will  only  gain 
the  difference  between  the  interest  they  are 
now  paying  or  might  have  to  pay  to-morrow 
and  the  interest  they  will  have  to  pay  for  the 
redemption  loan.  This  is  something,  but  an 
examination  will  show  it  is  not  very  much.  It 
is  less  than  in  the  case  of  previous  loans. 

The  old  Maxim  of  the  wickedness  of  depre- 
ciating THE  Currency  only  too  true. 

There  is  no  getting  away  from  the  fact  that 
the  increase  of  the  currency  has  been  gratuitous 
and  useless.  I  shall  show  it  has  also  been  cruel 
and  destructive.  The  old  economists  were  en- 
tirely right  when  they  said  that  of  all  the  injuries 
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which  could  be  inflicted  on  a  State,  tampering 
with  the  currency  was  the  most  destructive. 
And  this  is  true  no  matter  what  the  motive  for 
such  tampering,  whether  it  is  ignorance,  stupid- 
ity, mahgnity  or  greed,  or  mere  passive  neglect 
to  take  proper  measures  to  prevent  deterioration. 
Appendix  T. 

Unsuitable  Method  of  Issue  of  Notes  by 
THE  Treasury. 

It  is  also  necessary  to  point  out  that  the  sale 
of  notes  to  the  bank,  which  corresponds  in  respect 
of  increasing  currency  with  the  coining  of  gold 
when  brought  to  the  mint,  is  not  suitable  for  a 
token  currency  unless  the  Treasury  is  prepared 
actively  to  buy  and  withdraw  notes.  Having 
no  value  for  other  purposes  than  currency,  no 
one  has  any  interest  to  withdraw  or  retire  them. 
The  only  use  they  can  be  put  to  is  to  use  them 
as  currency  in  the  purchase  of  goods.  They  will 
be  retired  automatically  when  they  are  loaned 
and  the  interest  paid  to  Government  is  more 
than  it  is  necessary  to  pay  in  the  openl  market, 
or  when  Government  has  something  to  sell 
which  the  holder  of  notes  wishes  to  acquire  and 
Government  sells  and  retires  or  withdraws  the 
notes  it  has  so  obtained.  If  the  banks  should 
find  themselves  with  surplus  notes,  it  is  not 
particularly  likely  that  they  would  buy  Govern- 
ment loan  which  is  all  that  Government  has  to 
sell  them.  They  would  probably  buy  some 
other  security  or  make  some  other  investment, 
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in  which  case  the  notes  would  not  go  out  of 
circulation,  and  their  influence  on  prices  would 
remain. 

Temporary  and  fluctuating  requirements  should 
be  loaned  to  the  banks  and  not  sold  to  them. 
It  is  not  necessary  that  all  the  additional  currency 
which  may  be  required  should  be  on  loan.  It 
is  enough  if  there  is  a  sufficient  amount  of  cur- 
rency on  loan  to  cover  ordinary  fluctuations. 
There  will  then  be  automatic  adjustment  of 
supply  to  demand. 

If  an  instrument  is  needed  only  for  a  short 
time  it  is  borrowed  and  not  bought. 

War  Loan  the  Backing  of  Currency. 

Again,  it  may  be  pointed  out  that  to  make 
the  backing  of  currency  the  Government  war 
loan  is  rather  rough  on  the  holders  of  that  loan 
if  it  is  to  be  sold  for  redemption  of  currency 
on  any  considerable  scale.  This  will  certainly 
cause  a  slump  in  that  loan.  If  the  backing  is 
ever  intended  to  be  used  to  redeem  currency 
then  the  ordinary  practice  of  good  banking 
might  have  been  followed  and  a  considerable 
variety  of  good  liquid  (easily  saleable)  securities 
might  have  been  held  so  that  sales  of  any  single 
security  need  not  be  excessive.  It  is  to  be  hoped 
that  redemption  may  be  made  out  of  revenue 
or  that  a  new  loan  may  be  floated  for  the  purpose, 
and  the  holders  of  war  loans  may  not  be  specially 
penalized. 
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It  seems  also  particularly  foolish  to  have  a 
redemption  fund  to  maintain  the  value  of  a 
loan  by  buying  and  at  the  same  time  put  your- 
self in  a  position  to  have  to  sell  that  loan.  It 
may  be  noted  that  what  stands  behind  the 
currency,  the  real  backing  of  the  currency  issued — 
is  the  credit  of  Government.  If  I  go  to  my 
banker  and  ask  for  a  loan  and  he  asks  me  what 
security  I  can  give,  he  will  certainly  be  amused 
if  I  say,  "  Oh,  I  can  give  you  these  bonds  I  have 
issued." 

So  much  for  the  more  obvious  action  of  the 
Treasury.  A  study  of  their  action  shows,  how- 
ever, that  they  have  been  influenced  largely  by 
foreign  exchange  transactions.  Consciously  or 
unconsciously  they  have  kept  the  note  more  or 
less  on  a  parity  with  gold.  They,  however,  got 
badly  left  when  they  removed  their  restriction 
on  the  sale  of  gold  and  it  jumped  30  points. 
Since  then  gold  has  been  falling  and  the  note 
is  again  getting  nearer  to  gold  parity.  It  hasn't 
occurred  to  the  Treasury  that  it  can  raise  the 
note  to  gold  parity  by  withdrawing  the  necessary 
amount  of  currency.  Or  rather  I  should  say 
the  Treasury  will  not  admit  that  this  can  be  done. 
To  them  and  to  the  general  reader  I  can  only 
say,  Use  your  eyes  and  look  at  what  is  going  on 
around  you  every  day.  We  all  and  every  one 
can  buy  notes  without  waiting  for  new  ones  to 
be  made.  Facts  have  an  awkward  way  of 
obtruding  themselves  no  matter  what  is  thought 
of  them  or  who  thinks  it.    Appendix  U. 
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Standard.   At  what  Level  to  be  fixed. 

One  of  the  questions  which  will  have  to  be 
decided  is  at  what  standard  should  the  note  be 
fixed.  I  think  there  will  be  no  question  that 
it  should  at  least  be  raised  to  gold  parity.  Even 
this  will  take  some  time,  as  notes  should  be 
reduced  gradually,  for  sudden  changes  are  dan- 
gerous and  mischievous,  so  there  is  probably  some 
time  to  look  round  and  decide  this  question. 
But  parity  may  come  very  quickly,  as  gold  is 
falling  rapidly  and  so  gold  currency  is  dropping 
to  meet  the  pound  note  in  value. 

But  the  question  of  dealing  with  and  main- 
taining the  value  of  the  currency  unit  in  the  gold 
currency  countries  is  part  of  the  larger  question 
which  should  be  taken  up  at  the  international 
conference  which  is  being  called. 

It  is  quite  possible  to  maintain  the  value  of  the 
currency  (gold  dollar)  in  gold  currency  countries 
even  with  gold  falling  in  value.  It  is  only 
necessary  to  refuse  to  coin  gold  brought  to  the 
mint  when  the  valometer  (index  number)  gives 
warning  that  average  or  general  prices  are 
rising.  This  will  not  drive  the  gold  currency  out 
of  use  so  long  as  gold  is  of  less  value  than  the 
currency.  Appendix  W.  As,  however,  the  pass- 
ing of  gold  into  currency  is  stopped  the  use  of 
any  further  gold  for  this  purpose  ceases,  and  the 
downward  tendency  of  gold  will  receive  no  check 
from  this  cause  and  there  may  be  a  heavy  slump 
in  gold.  But  this  cannot  be  helped.    It  is  only 
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possible  to  keep  up  the  currency  value  by  refus- 
ing to  let  currency  be  dragged  down  with  gold, 
and  allowing  gold  to  fall  to  what  it  may. 

The  depreciation  of  currency  in  America  and 
other  gold  currency  countries  is  due  to  the  disuse 
of  gold  for  currency  in  Europe.  England,  France, 
Germany,  Russia,  and  Italy  have  practically 
ceased  to  use  it  for  that  purpose.  So  long  as  the 
gold  thus  released  from  this  use  remained  in 
Government  safes  no  depreciation  was  felt,  but 
as  it  was  released  and  put  on  the  market  in  pay- 
ment of  goods,  gold  fell  in  value  and  was  put 
into  currency  in  America  through  the  mints. 
The  currency  of  these  countries  was  thus  enor- 
mously increased  and  prices  rose  accordingly  on 
this  account,  this  influence  having  its  own  full 
effect  (see  my  iith  proposition),  whatever  other 
influences,  and  there  were  many,  were  added  to  it. 

Now  seeing  what  has  happened,  it  is  to  be 
decided  whether  it  is  wise  to  fall  back  into  a  gold 
currency.  Each  country  can  regulate  its  own 
currency  and  fix  its  value  and  maintain  it  at  that 
value  in  the  way  indicated,  and  this  is  probably 
what  will  happen.  America,  if  its  currency  policy 
is  wisely  governed,  will  become  a  token  currency 
country,  with  notes  and  gold  together  in  such 
amount  as  will  keep  its  unit  at  the  accepted 
standard  value. 

More,  however,  than  this  is  possible,  and  would 
be  valuable.  By  international  agreement,  an 
international  currency  could  be  created  and  its 
unit  kept  at  an  accepted  value  in  the  way  above 
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indicated.  It  might  be  possible,  perhaps,  for 
this  international  convention  to  acquire  and 
control  the  production  of  gold  and  so  regulate 
its  value  by  issue  or  withdrawal  from  the  market 
as  to  keep  it  constant.  Gold  could  then  maintain 
its  position  as  an  international  currency.  This 
would  be  the  more  satisfactory  policy  if  it  could 
be  carried  out.  Or  a  combination  of  the  two 
methods  might  be  adopted.  This  would  un- 
doubtedly simplify  international  transactions, 
just  as  the  abolition  of  the  many  currencies  we 
found  in  India  has  facilitated  transactions  in 
that  country.  The  universal  tendency  is  to 
enlarge  the  area  over  which  a  single  currency 
can  run. 

Grave  future  Dangers. 

It  is  necessary  to  look  ahead  and  visualize  that 
in  the  free  gold  currency  countries  as  gold  is 
re-habilitated  their  currencies  will  be  greatly 
reduced  in  quantity.  Appendix  X.  In  other 
countries  the  paper  currencies  will  be  restored  to 
a  higher  value  by  withdrawal.  Such  a  course  seems 
almost  a  necessity,  at  least  in  the  countries  where 
the  currency  is  so  very  greatly  reduced  in  value. 
Appendix  O.  Great  disturbance  will  be  caused 
by  an  abnormal  fall  in  prices  due  to  this  reduction 
of  the  quantity  of  currency,  to  which  will  be  added 
the  fall  due  to  other  causes,  such  as  increased  pro- 
duction of  goods  and  removal  of  Government  in- 
terferences and  other  causes  tending  in  this  direc- 
tion.   Appendix  V.   To  reduce  prices  by  reducing 
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the  currency  will  cause  evils  of  a  similar  nature 
to  those  which  have  been  caused  by  increasing 
the  currency.  It  is  the  change  of  currency  value 
which  produces  the  harm,  because  it  vitiates  all 
contracts.  Contracts  made  before  the  value  fell 
would  be  coming  back  to  their  own  when  a  rise 
takes  place.  But  every  day  new  contracts  are 
being  made  and  these  will  all  be  vitiated  or 
benefited  as  the  case  may  be.  Currency  must 
only  therefore  be  reduced  or  increased  in  amount 
to  the  extent  necessary  to  bring  its  value  to  an 
approved  standard.  Reduction  and  increase  of 
currency  is  a  powerful  instrument.  Its  use  must 
not  be  abused.  Used  as  I  have  indicated  it  will 
not  be  allowed  to  do  more  than  vary  in  amount 
to  meet  the  varying  exchange  requirements, 
anticipating  the  requirements  of  to-morrow  as 
shown  by  the  "actual  prices  of  to-day. 

As  variations  are  very  gradual,  any  fall  or  rise 
will  be  corrected  before  it  can  do  much  harm. 
The  variation  will  be  within  small  limits. 

Somewhere  I  have  got  to  point  out  the  exact 
limitations  of  my  proposals.  My  purpose  is  not 
to  bring  all  prices  down  indefinitely.  Prices  of 
any  commodity  or  service  may,  under  the  con- 
ditions I  propose,  go  up  or  down  indefinitely, 
under  influences  affecting  the  commodity  or 
services.  Bread  may  be  at  famine  prices  and 
motors  going  dirt  cheap.  My  proposals  will  only 
alter  the  general  level  at  which  all  goods  and 
services  exchange,  a  matter  of  little  importance 
for  a  particular  new  exchange,  but  of  great 
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importance  in  regard  to  the  carrying  out  of 
all  contracts  made  before  the  change  took 
place.  Such  a  change  of  value  of  the  standard 
it  is  of  infinite  importance  to  prevent,  since 
it  strikes  at  the  root  of  security  in  all  con- 
tracts, present  and  future,  which  have  continued, 
or  will  continue  for  so  long  as  to  admit  of  a  change 
taking  place.  No  one  can  make  a  contract  of  any 
duration  with  any  confidence  if  the  value  of  the 
standard  by  which  it  is  expressed  is  variable. 
It  is  not  necessary  to  enlarge  upon  the  effects  of 
such  a  condition  on  all  conduct.  I  show  a 
powerful  instrument,  but  must  warn  not  to 
abuse  it  or  use  it  perniciously.  Also  I  must  show 
its  limitations,  that  it  is  not  going  to  give  every- 
body cheap  and  easy  goods  or  services.  Goods 
and  services  will  always  exchange  at  their  respec- 
tive values  relative  to  each  other  when  exchanged 
directly,  but  when  changed  at  values  relative  to 
currency,  which  happens  when  they  are  exchanged 
through  the  medium  of  currency,  as  practically 
they  always  are,  they  will  be  exchanged  at 
figures  varying  with  the  value  of  the  medium  of 
currency.  These  would  be  indifferent  were  it  not 
that  contracts  once  recorded  are  interpreted  in 
terms  of  the  figures  and  not  of  the  values.  The 
figures  are  fixed  when  the  contract  is  made  : 
viz.  so  many  notes,  but  the  notes  vary  in  value 
after  the  contract  is  made,  and  the  result  is  a  real 
change  in  the  contract.  Appendix  S. 
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The  Pitch  or  Standard  of  Value  to  be 

ADOPTED. 

The  actual  pitch  of  value  at  which  any  currency 
is  fixed  will  have  to  be  determined  by  each 
country.  It  would  have  many  conveniences  if 
all  adopted  gold  value  for  this  pitch.  But  inas- 
much as  gold  varies  so  greatly  in  value,  and  to  all 
appearance  probably  will  continue  to  do  so,  all 
the  evils  of  a  currency  of  fluctuating  value  attach 
to  this  standard.  I  believe  the  variation  in  the 
upward  direction  will  eventually  set  in  and  be 
very  great,  as  great  or  greater  than  it  has  been  in 
the  downward  direction  since  the  war  began.  I 
therefore  feel  very  doubtful  of  the  wisdom  of 
attaching  currency  to  gold.  I  look  to  the  evils 
of  appreciation  which  set  up  the  bi-metallist 
controversy  being  repeated  in  a  greatly  aggra- 
vated form.  But  I  strongly  advocate  the  immedi- 
ate raising  of  the  standard  in  this  country  of  the 
£i  note  to  the  gold  standard.  I  would  cause  it  to 
stand  at  that  level  when  attained  and  not  recede  if 
gold  continues  to  drop.  I  would  also  in  that  case 
allow  gold  coins  to  replace  notes,  but  not  so  as  to 
increase  the  total  currency.  As  sovereigns  come 
in,  notes  must  be  withdrawn.  If  as  a  result  of  an 
international  conference  an  international  standard 
is  adopted,  I  would  gradually  work  to  obtain 
agreement  with  that  standard.  But  if  no  such 
standard  is  adopted,  the  question  is  very  difficult. 
The  most  important  condition  is  stability,  but  an 
unsuitable  standard  will  also  be  an  evil.  The 
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most  suitable  standard  is  that  which  agrees  most 
nearly  with  the  average  of  all  countries,  due 
allowance  being  made  in  the  calculation  for  the 
importance  of  each  country  in  the  matter  of 
exchanges.  Any  movement  of  the  value  of 
currency  should  be  very  gradual.  But  this  will 
only  mitigate  the  evil  of  such  movement  and  not 
remove  it.  Still  mitigation  is  much,  and  the 
world  is  probably  not  much  better  or  worse 
because  prices  to-day  are  very  different  from 
what  they  were  two  or  three  hundred  years  ago. 
Also  it  is  perhaps  impossible  to  discover  which 
specific  individuals  in  the  world  are  better  or 
worse  on  this  account.  What  we  do  not  know  we 
do  not  grieve  over.  To  go  back  to  tho'se  prices  by 
reducing  currency  would  certainly  be  disastrous. 
And  so  though  I  think  it  would  have  been  well  if 
the  value  of  the  note  in  England  had  been  kept, 
as  it  easily  might  have  been,  at  the  value  of 
August,  1914,  I  am  not  at  all  of  the  opinion  that 
it  would  be  well  to  go  back  to  that  value  to-day. 
It  is  possible  to  do  so,  and  it  may  be  desirable, 
but  I  do  not  think  so.  I  think  the  true  solution 
of  the  standard  is  to  adopt  for  the  standard  of 
each  country  the  average  of  the  currency  stan- 
dards of  all  countries  weighted  as  to  the  exchange 
importance  of  each  country.  Also  I  would  move 
slowly  and  gradually  to  this  standard.  Slowly 
because  a  sudden  movement  will  upset  business, 
but  not  so  slowly  as  unduly  to  prolong  the  evil 
of  a  changing  value  of  currency. 

I  am.  really  pointing  out  the  advantage  of  a 
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uniform  standard  for  the  world  and  showing  how 
it  may  be  worked  up  to.   Appendix  Y. 

Present  (June,  1920)  Reduction  of  Currency 
demanded. 

I  would  point  out  that  an  immediate  reduction 
of  currency  is  required  now  (June,  1920)  in 
England,  because  the  value  of  the  note  is  still 
falling.  This  is  due  to  the  decrease  of  the  demand 
of  the  note  for  purchases  of  goods  owing  to  high 
prices  and  cessation  of  much  buying  and  selling 
which  went  on  during  the  war.  There  is  at  this 
moment  (June,  1920)  an  increase  of  demand  of 
currency  for  financing  loans  by  bankers.  To 
increase  the  currency  to  meet  this  is  a  wrong 
policy,  since  that  must  eventually  further  force 
up  prices.  The  bankers  must  be  left  to  buy 
currency  from  the  public  and  so  to  take  up  the 
currency  the  public  will  spare  if  given  sufficient 
inducement. 

Foreign  Exchanges. 

A  word  may  be  said  as  to  the  extraordinary 
unsettlement  or  variation  of  the  foreign  exchanges. 
These  are  subject  to  four  at  least  potent  variables, 
and  perhaps  to  many  more.  The  currencies  of 
the  countries  exchanging  are  all  changing  inde- 
pendently, and  two  countries  at  least  must  come 
into  every  foreign  exchange.  The  gold  which  is 
the  medium  of  exchange  is  also  changing  in 
value,  and  the  balance  of  the  requirements 
of  the  two  countries  which  necessitates  ex- 


Currency  and  its  Relation  to  Prices.  35 

change  is,  as  it  always  has  been,  also  changing. 
Of  these  only  the  last  before  the  war  was 
a  very  considerably  and  constantly  varying 
element  in  the  exchange.  No  wonder,  with  the 
present  sudden  and  large  variations  in  the  other 
elements,  if  we  get  incalculable  foreign  exchanges. 

My  proposals,  if  carried  out  generally  by  all 
countries,  would  prevent  three  out  of  four  of  these 
variations,  i.e.  all  but  the  balance  of  requirements 
which  is  subject  to  different  conditions. 

And  now  remains  to  mention  some  of  the  great 
disasters  which  have  resulted  from  the  great 
depreciation  of  the  currency.  This  I  do  in  the 
hope  that  a  contemplation  of  their  gravity  may 
lead  to  an  insistence  on  securing  a  stable  currency. 

Special  Hardship  of  Loss  to  Poor  and  Old 
AND  Needy. 

The  effect  of  a  fluctuating  currency  is  to  vitiate 
long-term  contracts.  A  contract  fixes  a  payment 
in  terms  of  currency,  and  if  between  its  making 
and  its  fulfilment  the  currency  depreciates  an  un- 
expected gain  accrues  to  the  debtor  and  a  loss  to 
the  creditor.  This  has  fallen  with  especial  hard- 
ship upon  those  with  small  incomes,  and  most  of 
all  upon  that  class  of  old  people  who  are  past  their 
work  and  can  do  little  or  nothing  to  recover  their 
losses  in  any  way.  The  amount  of  suffering  so 
caused  it  is  quite  impossible  to  exaggerate,  and  it 
is  perfectly  appalling.  Incomes  are  now  reduced 
to  ^  of  what  they  were  before  the  war,  and  capital 
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has  suffered  a  potential  loss  of  the  same  amount. 
What  this  means  with  incomes  quite  small  before 
the  war  is  only  too  well  known.  (And  this  affects 
all  whose  incomes  are  fixed.)  Many  of  these 
people  have  been  compelled  to  spend  all  their 
capital,  which  is  their  income-earning  tool,  and 
have  before  them  a  life  of  absolute  destitution. 
The  discouragement  to  saving  for  old  age  which 
this  must  cause  on  the  rising  generation  cannot 
well  be  measured. 

New  Rich. 

Then  there  has  been  an  enormous  turnover 
from  the  poor  to  the  rich.  The  terms  are  of 
course  relative.  A  rise  of  prices  is  certain  to  cause 
the  former  class  to  sell,  and  as  the  poor  are  much 
more  numerous  than  the  rich,  sales  will  be  forced 
and  the  rich  get  bargains.  It  is  not  that  the  rich 
are  necessarily  profiteers  in  any  pernicious  sense 
and  are  exacting  an  unfair  bargain.  "  Sales  are 
forced  "  often  means  that  sales  are  forced  upon 
the  buyers  by  the  sellers,  and  this  is  so  because 
some  creditor  has  a  claim  which  must  be  satisfied 
or  for  other  reason  the  seller  must  have  money, 
as  he  cannot  live  on  his  income.  In  this  case 
the  usual  roles  are  reversed,  and  instead  of  the 
buyer  pressing  the  seller  to  sell,  the  seller  presses 
the  buyer  to  buy.  And  so  the  lucky  few  who  are 
alone  able  to  buy  have  bargains  forced  upon  them. 
The  seller  would  rather  sell  at  a  loss  than  not  sell 
at  all.  The  buyer  would  often  stand  out  but  is 
pressed  to  buy.    This  explains  the  numerous  new- 
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rich,  due  not  merely  to  extortionate  war  contracts 
and  iniquitous  bargains,  of  which  there  may  be 
more  or  less.  This  consequence  of  having  to 
spend  beyond  incomes,  when  it  extends  to  a  large 
number  of  people,  is  not  always  fully  realized. 
Any  action  leading  to  this  result  must,  however, 
incur  the  condemnation  of  the  statesman  who 
objects  to  large  accumulations  on  one  hand  and 
to  the  increasing  poverty  of  the  poor.  It  is  a 
consequence  of  any  policy  which  leads  to  sales 
of  capital  which  is  very  generally  overlooked.  It 
carries  out  the  profound  saying,  "  To  him  that 
hath  shall  be  given,  and  from  him  that  hath  not 
shall  be  taken  even  that  which  he  seemeth  to 
have." 

No  doubt  those  who  visualize  the  State  as  a 
single  living  body  may  say,  "  Loss  to  some,  gain 
to  others,  on  balance  no  change,  no  need  therefore 
to  trouble."  But  those  who  know  and  realize 
that  the  State  is  a  number  of  people  each  of  whom 
enjoys  or  suffers  individually  and  not  in  the 
lump  as  an  aggregate  body  which  has  no  objective 
but  only  an  ideal  existence,  cannot  see  the  matter 
in  this  light.  The  suffering  of  innumerable 
people  might  have  been  saved,  and  it  is  no  com- 
pensation that  a  comparatively  few  people  have 
had  an  unexpected  enjoyment. 

Unrest. 

And  now  to  take  another  consequence  the 
statesman  must  deprecate.  All  contracts,  even 
those  established  by  custom,  such  as  wages,  have 


38    Currency  and  its  Relation  to  Prices, 

been  upset.  The  currency  action,  it  cannot  be 
called  policy,  at  least  in  England  where  the  false 
and  foolish  excuse  put  forward  is  compulsion,  is 
very  largely  responsible  for  this.  To  it  is  due  the 
continual  readjustment  required  of  wages  to 
prices  and  prices  again  to  fresh  heights. 

Unrest  Increased. 

How  grave  the  fights  for  higher  wages  have 
been  we  all  know.  No  doubt  endeavours  to  raise 
wages  would  have  taken  place  if  there  had  been 
no  depreciation,  but  also  they  have  been  forced 
upon  the  wage  earners  by  the  depreciation.  As 
prices  fall  again  it  is  as  inevitable  as  the  simple 
rules  of  arithmetic  are  true  that  there  must  be  a 
readjustment  and  all  the  trouble  must  be  re- 
peated. Either  that  or  we  must  go  without  the 
goods  and  services  and  relatively  starve  for  all 
that  makes  life  possible  and  enjoyable.  To 
aggravate  this  inevitable  trouble  by  tampering 
with  the  currency,  or  handling  it  unwisely,  is 
surely  the  limit  of  unwisdom. 

Extravagance. 

Then  as  to  the  extravagance  of  those  for  whom 
this  luxury  is  possible,  and  this  term,  like  every- 
thing in  life,  is  relative.  Great  profits  have  been 
made  by  many  people,  and  to  many  of  these  the 
proverb  "  Lightly  come  Lightly  goes  "  finds  its 
application.  To  others  the  danger  of  the  ice 
melting  before  it  is  used  is  a  reason  for  using  it  at 
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once,  and  surely  this  is  not  without  reason,  or  at 
least  is  not  incomprehensible. 

Government's  Loss  by  Depreciation. 

I  must  also  point  out  the  futility  and  wasteful- 
ness and  great  loss  occasioned  to  Government 
considered  as  a  business  concern.  In  their  own 
interest  it  was  of  the  utmost  importance  to  main- 
tain the  currency  at  its  pre-war  value.  By 
allowing  the  note  to  depreciate,  Government  have 
been  losing  enormously.  The  income  of  Govern- 
ment from  its  taxes  is  fixed  in  advance  and  they 
receive  the  number  of  notes  so  fixed.  But  if  the 
currency  depreciates,  more  notes  have  to  be  paid. 
Some  part  of  the  taxes,  such  as  customs,  may  bring 
in  more  because  prices  have  risen,  but  the  greater 
part  of  the  Government  taxes  are  fixed  in  amount 
for  the  year  at  least.  Such,  for  instance,  is  the 
income  tax  on  fixed  incomes,  which  does  not 
bring  in  more  to  Government  by  depreciation  of 
the  currency.  Of  course.  Government  make  this 
up  eventually  by  raising  the  tax,  which  throws  the 
loss  on  the  income  tax  payers.  For  them  there  is 
no  relief.  It  is  therefore  not  much  to  the  purpose 
to  consider  the  Government  apart  from  the  people 
for  whom  it  acts.  If  it  is  considered  that  some 
10,000  millions  was  spent  during  the  five  years  of 
the  war  while  currency  was  depreciating  from  its 
pre-war  value,  it  is  not  difficult  to  see  how  greatly 
the  total  expenditure  must  have  been  increased 
with  a  consequent  large  increase  of  the  national 
debt.    The  depreciation  has  been  gradual  and 
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progressive,  and  the  increase  of  the  debt  must 
be  calculated  accordingly,  noting  the  increasing 
prices  and  increasing  expenditure.  Could  it 
roughly  be  put  at  some  3,000  millions  ?  This  is 
a  guess.  The  calculation  could  be  made  by 
taking  the  index  figures  for  the  different  com- 
modities the  Government  bought  and  noting  the 
amount  Government  spent  on  those  commodities 
period  by  period,  a  week  or  month  or  year, 
according  as  the  figures  are  available.  It  would 
be  long  and  intricate,  and  I  must  leave  it  for  some 
one  else  to  do.  Now  all  this  loss  so  far  as  it  is 
due  to  currency  over  issue  was  avoidable,  and  it 
has  to  be  borne  by  the  country  so  far  quite 
unnecessarily.  For  I  hope  I  have  successfully 
demolished  the  currency  theory  that  notes  must 
be  issued  to  finance  the  banker's  loans. 

Then  again  the  high  prices  caused  by  over-issue 
of  notes  stay  as  long  as  there  is  no  appreciation 
and  return  to  the  old  standard,  and  so  the  loss 
continues.  The  Government  balances  this  loss 
by  means  of  extra  taxation,  which  is  no  comfort  to 
the  man  who  pays. 

Loss  TO  Tax  Payer. 

Had  there  been  no  depreciation  of  the  currency, 
and  increase  of  general  or  average  prices,  the 
hardship  of  taxation  would  also  have  been  less. 
A  person  with  gross  income  just  over  £2,000  pays, 
at  6s.  in  the  pound,  of  his  income,  or  £600, 
and  the  remaining  £1,400  is  worth  just  £518  of 
pre-war  money.    If  prices  had  remained  at  the 
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pre-war  level  he  might  be  paying  £1,000  in  taxes 
and  still  have  £1,000  to  .spend.  See  Appendix  M 
and  Appendix  N. 

Bankers'  Loss. 

The  bankers,  too,  are  incurring  a  large  poten- 
tial loss.  I  may  be  asked  what  is  a  potential 
loss,  and  why  should  I  care  about  such  an  unusual 
or  unheard-of  loss,  which  I  don't  understand  any 
way.  Well,  it  is  this.  The  banks  hold  their 
capital  largely  in  securities  which  they  prefer  to 
be  liquid  or  easily  saleable.  When  these  shares 
and  other  securities  are  sold,  depreciated  notes 
will  be  given,  and  only  the  same  number  of  them 
as  would  have  been  given  if  the  notes  had  not 
depreciated.  With  these  depreciated  notes  less 
can  be  bought.  The  bankers  and  shareholders 
therefore  suffer  a  loss  only  when  they  sell  out. 
Until  that  time  they  suffer  only  a  potential  loss. 
It  takes  place  when  another  event  takes  place,  not 
otherwise.  You  may  say,  Very  well,  don't  sell ; 
and  it  is  very  well  if  that  advice  can  be  carried 
out.  If  it  is  nothing  to  a  man  that  he  is  suffering 
in  imagination  of  an  anticipated  loss,  I  have  no 
quarrel  with  him  for  that.  Only  for  myself  I 
suffer  now  just  in  so  far  as  I  fear  I  may  have  to 
sell,  or  may  wish  to  do  so.  When,  if  ever,  I  do 
sell  I  shall  certainly  feel  the  loss.  We  can  leave 
it  at  that.    Appendix  M. 

It  must  not  of  course  be  supposed  that  all 
these  evils  I  depict  would  have  been  entirely 
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avoided  had  the  policy  suggested  in  regard  to  the 
issue  of  currency  been  adopted.  But  with  the 
restriction  of  issue  those  evils  would  have  been  less. 
Some  of  the  evils  would  have  taken  a  somewhat 
different  form.  For  instance,  it  is  probable  that 
money  would  have  had  to  be  borrowed  at  a  higher 
rate  of  interest.  But  a  smaller  amount  at  a 
higher  rate  of  interest  may  well  be  a  less  obliga- 
tion than  a  larger  amount  at  a  lower  rate. 

Each  of  the  evils  mentioned  may  be  specula- 
tively considered  on  these  lines,  but  this  would 
unduly  prolong  the  argument  and  would  be 
leaving  the  safe  ground  of  actual  experience. 
After  careful  consideration  I  can  see  no  reason  to 
modify  the  words  I  have  underlined  above. 

Vicious  Circle. 

And  now  let  me  say  a  word  about  what  so 
many  are  saying  to-day  about  a  vicious  circle. 
The  vicious  circle  is  the  issue  of  currency  and  a 
rise  of  prices  successively  round  and  round. 
Well,  in  this  circle  Mr.  Chamberlain  has  a  place 
to-day,  because  unless  he  lets  the  notes  go  out 
the  process  stops.  And  as  any  point  in  a  circle 
may  be  taken  as  beginning  and  end,  Mr.  Chamber- 
lain may  be  considered  as  beginning  and  end  of  the 
circle.  By  his  restriction  of  the  issue  of  currency 
notes  to  £320,600,000  he  has  broken  the  circle,  a 
measure  of  very  great  courage  and  insight.  See 
Appendix  P. 
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Blindness  of  Financiers  and  Treasury. 

It  is  curious  that  what  I  have  written  has  not 
been  seen  or  detected  by  financiers  and  the 
Treasury.  The  Committee  on  Currency  and 
Foreign  Exchanges  maintained  the  necessity  of 
the  issue  of  currency  notes  when  bankers*  balances 
fall  below  20  percent,  of  their  liabilities  under  the 
system  adopted  by  Government.  It  would  seem 
to  be  the  case  that  they  were  not  willing  to 
contemplate  any  radical  change  in  Government 
methods  to  meet  the  radical  change  in  the  posi- 
tion when  the  currency  became  a  token  currency 
instead  of  a  gold  base  currency.  They  do  not 
seem  to  have  risen  to  the  necessity  of  substituting 
for  the  self-acting  or  automatic  system  of  a  free 
gold  currency  a  new  and  intelligent  system 
adapted  to  produce  the  result  required.  Perhaps 
also  it  may  be  said  there  was  no  conscious  realiza- 
tion of  all  the  results  which  were  required.  There 
was  a  full  realization  of  the  requirement  of 
currency  as  a  medium  of  exchange  and  principally 
foreign  exchanges,  but  no  recognition  whatever  of 
its  use  as  a  standard  of  measurement  of  value. 
It  does  not  seem  to  have  occurred  to  them  to 
scrap  the  Government  system. 

When  Stephenson  was  asked  what  would  happen 
if  a  cow  got  in  the  way  of  his  train,  he  is  said  to 
have  answered,  "  It  will  be  bad  for  the  cow." 
And  when  I  read  the  financial  committee's  report 
that  is  what  I  felt  about  the  Government  system. 

But  our  home  financiers  and  Treasury  are  in 
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good  company.  In  the  gold  currency  countries 
there  has  been  the  same  failure  to  foresee  the 
probable  effect  of  an  enormous  fall  in  the  value 
of  gold,  or  that  such  a  fall  was  likely  to  occur. 
And  yet  the  withdrawal  of  such  a  mountain  of 
gold  from  currency  use  as  took  place  at  the 
beginning  of  the  war  in  Europe  might  have  been 
anticipated  as  likely  to  have  some  such  effects  as 
have  happened  if  any  one  had  thought  it  out.  I 
do  not  pretend  I  saw  it  myself.  All  my  conclu- 
sions are  after  the  event,  and  I  do  not  doubt  many 
others  are  now  drawing  the  same  conclusions  as 
I  am.  It  is  natural  that  one  who  has  no  particu- 
lar call  to  think  of  currency  would  not  anticipate 
the  facts  disclosed  above,  but  the  professional  who 
is  always  dealing  with  currency  might  be  expected 
to  do  so.  But  in  fact  he  has  his  special  danger  in 
that  he  is  so  obsessed  by  his  old  familiar  practices 
that  he  never  thinks  of  looking  outside  them. 
As  we  say,  he  does  not  see  the  wood  for  the  trees. 
Foresight  cannot  be  bought  or  commandeered. 

One  other  cause  is  clearly  to  be  seen  for  this 
blindness.  The  change  though  rapid  in  point  of 
time,  i.e.  some  six  years  only,  has  yet  crept  upon 
us  so  gradually  that  there  has  never  been  a 
particular  moment  when  attention  must  be 
drawn  to  it  and  a  solution  must  be  found.  Had 
currencies  fallen  as  much  in  a  day  or  week  or 
month  as  they  have  fallen  in  six  years,  there 
would  probably  have  been  a  panic  which  would 
have  compelled  immediate  attention  to  and 
solution  of  the  problem.    And  may  I  mention 
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another  reason,  a  more  subtle  cause  of  all  mis- 
leading. The  benefit  or  advantage  which  results 
to  those  who  have  the  control.  We  all,  every 
one  of  us,  are  apt  to  see  advantage  in  what 
advantages  ourselves.  I  say  this  in  no  spirit  of 
cynicism.  *  It  is  a  fact  of  human  nature  against 
which  all  should  be  on  guard.  Perhaps  it  is 
more  correct  to  say  that  those  who  feel  the  shoe 
pinch  are  likely  to  be  most  urgent  in  finding  a 
remedy.  Currency  has  all  along  been  under  the 
control  of  the  relatively  wealthy,  who  if  they 
have  not  really  gained  by  its  depreciation  have 
suffered  less  than  have  the  poor. 

And  yet  when  all  is  said  and  done  many  people 
will  feel  that  the  consequences  described  and 
resulting  from  the  great  depreciation  of  the 
standard  ought  to  have  been  foreseen  by  those 
who  had  the  management  of  the  currency.  It 
is  difficult  to  conceive  that  any  responsible 
person  could  fail  to  have  realized  that  the  inde- 
finite multiplication  of  currency  must  have  conse- 
quences. Surely  such  a  person  would  be  very 
simple.  But  if  this  is  so,  a  careful  analysis  of  all 
possible  consequences  was  called  for,  and  such  an 
analysis  could  hardly  have  failed  to  disclose  by 
anticipation  some  of  the  consequences  which  have 
happened.  The  economists,  Professor  Nicholson 
for  one,  very  clearly  warned  them.  But  foresight 
is  one  thing  and  af tersight  another,  and  very  few 
possess  the  former.  "  Where  there  is  no  vision 
the  people  perish." 

Even  now  it  may  well  be  that  no  warning  will 
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be  taken  from  the  depreciation  of  the  standard  to 
the  dangers  ahead  of  an  almost  certain  future 
appreciation.  We  may  again  find  ourselves 
fighting  over  the  old  bimetallism  solution  when 
things  have  got  very  bad,  instead  of  dealing  with 
the  problem  with  vision  and  preventing  the  evils 
we  can  foresee. 
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The  term  price  may  usefully  be  analysed.  It 
will  be  found  to  consist  in  every  case  of  two  parts, 
the  note,  which  is  given,  and  the  number  of  the  notes 
given.  In  ordinary  talk  the  number  of  notes  given 
is  the  only  thing  to  which  attention  is  called  and 
the  value  of  the  note  is  not  considered.  This  is 
partly  because  in  ordinary  times  the  value  of  the 
note  or  the  sovereign  it  replaced  does  not  appreciably 
alter  or  alters  slowly  and  imperceptibly.  It  is  also 
partly  due  to  the  law  of  the  land  which  says  in  sub- 
stance that  contracts  which  are  expressed  in  terms 
of  notes  are  to  be  interpreted  as  if  the  notes  had  not 
changed  in  value,  or  we  may  say  treats  all  notes 
as  of  equal  value.  The  old  notes  and  the  new  notes 
are  not  distinguished  in  their  use.  If  they  were, 
the  new  notes,  like  bad  coin,  would  be  treated  as 
inferior  and  there  would  be  two  prices,  one  to  be 
paid  in  old  notes  and  one  in  new  notes.  The  new 
notes  are  in  fact  distinguishable,  as  each  note  issued 
has  a  different  number,  but  no  attention  is  paid  to 
that  distinction  for  purposes  of  exchange.  Every- 
body accepts  the  law  and  contracts  are  interpreted 
accordingly. 

A  consequence  of  this  is  that  contracts  made  in 
terms  of  notes  at  one  value  really  differ  when  they 

47 


48 


Appendices, 


are  carried  out  in  terms  of  notes  at  another  value. 
That  is,  they  are  one  thing  at  one  time  and  another 
thing  at  another.  When  a  contract  has  been  entered 
into  it  must  be  adhered  to,  but  a  new  contract  may 
be  made  in  new  terms.  When  the  Government 
borrowed  £ioo  from  me  in  1914  and  pay  me  £5  in 
1920  they  give  me  five  notes  which  are  of  less  value 
than  the  five  notes  they  gave  me  in  1914.  Any  one 
making  a  new  contract  to-day  takes  account  of  the 
present  value  of  the  notes,  and  I  have  to  pay  more 
than  £5  to  get  the  same  thing  which  I  formerly  got 
for  £5.  This  independently  of  any  thing  more  I 
may  have  to  pay  because  the  thing  I  buy  has  also 
altered  in  value.  Each  influence,  the  depreciation 
of  the  note,  and  the  appreciation  or  depreciation  of 
the  goods,  has  its  full  influence  in  its  own  direction. 
The  result  of  the  two  influences  are  expressed  as 
the  price.  We  must  keep  clear  of  metaphysics, 
which  spell  confusion,  and  keep  to  practical  life. 
We  must  use  the  term  price  as  the  world  uses  it  and 
not  in  an  abstract  sense. 

Again,  the  meaning  of  the  term  price  may  be 
analysed  in  the  following  manner  : 

If  we  consider  the  nature  of  an  exchange  we  see 
that  when  one  article  is  exchanged  for  another  the 
price  of  an  article  is  the  thing  given  in  exchange. 
Thus  if  A  exchanges  for  B,  if  A  is  our  starting  point, 
then  B  is  the  price  of  A,  and  if  B  is  our  starting  point, 
A  is  the  price  of  B.  Any  article  may  thus  be  our 
currency.  If  we  use  motor-cars,  for  instance,  as 
currency,  then  an  estate  can  be  bought  say  for  i 
Rolls-Royce,  and  for  this  a  large  house  can  be  bought. 
If  we  use  Ford  cars  for  the  currency,  the  same  estate 
would  cost  20  cars.  The  price  remains  the  same, 
but  in  one  case  it  would  be  expressed  as  i  motor 
and  in  another  case  as  20  motors.  If  a  contract 
were  expressed  in  terms  of  motors  and  no  account 
is  taken  of  the  kind  of  motor,  and  a  contract  is 
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entered  into  to  deliver  so  many  motors,  expecting 
the  motor  to  be  a  Rolls-Royce,  and  a  Ford  were 
delivered,  it  is  clear  that  a  very  great  loss  or  disappoint- 
ment will  be  sustained.  Now  such  a  loss  or  dis- 
appointment is  sustained  if,  owing  to  a  great  increase 
of  notes,  their  value  is  depreciated  after  a  contract 
is  made.  Such  a  depreciation  of  notes  occurs  when- 
ever the  ratio  of  the  notes  to  the  goods  they  have 
to  exchange  for  alters,  and  this  will  happen  when 
the  notes  increase  or  the  goods  decrease.  In  every 
exchange  there  is  a  balancing  of  goods  or  services 
against  notes.  Price  then  is  a  condition  of  exchange, 
and  though  usually  the  term  is  confined  to  the  number 
of  notes  and  all  our  emphasis  is  on  the  number,  it 
also  signifies  one  of  the  things  exchanged,  which  is 
the  price  of  the  other. 

APPENDIX  B 

The  supply  of  legal  currency  is  the  Government 
notes  which  are  issued.  Sovereigns  may  be  omitted 
as  they  are  not  in  currency  in  England  now.  But 
silver  and  copper  currency  should  be  included. 
But  as  their  use  is  limited  by  the  law  which  makes 
them  only  legal  tender  to  a  limited  amount,  I  can 
leave  them  out  of  consideration  in  my  argument. 
When  I  say  sovereigns  are  not  in  currency  I  assert 
that  no  one  can  demand  them,  and  I  say  this  in  spite 
of  the  fact  that  the  bank  does  sometimes  give  them. 
It  gives  them  with  such  restrictions  and  appeals 
ad  misericordiam,  and  limitations  of  their  use,  such 
as  the  prohibition  to  melt  them  down  or  export  them, 
that  practically  it  may  be  said  not  to  give  them.  The 
demand  for  currency  is  for  making  exchanges  and  is 
indeterminate.  That  is  to  say,  it  is  not  possible  to 
ascertain  how  many  exchanges  are  made  nor  the 
value  of  each  exchange  within  a  given  period.  The 
number  of  the  exchanges  must  be  enormous  and 
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the  sum  of  the  currency  given  in  these  exchanges 
'    very  huge. 

Included  in  these  exchange  transactions  are  the 
exchanges  made  by  cheques,  not  only  the  cheques 
which  find  their  way  to  the  clearing  house,  but 
also  all  cheques  which  are  settled  in  the  bank  when 
the  drawer  and  presentee  are  clients  of  the  same 
bank.  Owing  to  recent  amalgamations  these  must 
be  a  large  and  increasing  proportion.  Cheque 
exchanges  are  made  by  the  transfer  of  the  banker's 
obligation  to  pay  notes  from  the  drawer  to  the 
payee.  To  meet  his  obligations  the  banker  must 
have  currency.  Besides  these  bank  transactions 
there  are  innumerable  exchanges  settled  by  account 
in  shops  and  between  firms  and  private  persons. 
All  these  require  currency  to  give  them  effect  and 
settle  the  account. 

In  the  demand  for  currency  is  also  included  (perhaps 
should  have  been  mentioned  first)  the  exchanges 
made  by  direct  transfer  and  handling  of  currency, 
without  preliminary  accounting  or  banking.  For 
this  a  large  amount  is  required,  almost  everybody 
holding  more  or  less  and  many  institutions  holding 
a  great  deal.  Then  also  there  is  hoarding  by  some 
people.  How  large  is  the  number  of  these  direct 
transactions  has  never,  so  far  as  I  know,  been  calcu- 
lated. It  must  be  enormous,  because  though  the 
individual  transactions  are  generally  small  compared 
with  payments  by  cheque  they  are  extremely  numer- 
ous. That  a  small  amount  of  currency  can  cover  a 
very  large  number  of  these  transactions  is  due  to 
its  quickly  passing  from  hand  to  hand. 

It  is  worth  while  dwelling  at  more  length  on  this 
aspect  of  currency.  It  may  be  said  that  it  is  childish 
to  include  exchanges  settled  by  account  as  part 
of  the  duty  or  use  of  currency.  But  such  exchanges 
could  not  be  so  settled  unless  there  were  currency 
behind  the  account.    But  clearly  such  exchanges 
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can  be  increased  and  might  under  conceivable  cir- 
cumstances include  nearly  all  exchanges.  It  is 
therefore  impossible  to  take  no  account  of  them. 
It  is  better  to  count  them  and  to  point  to  the  enormous 
elasticity  of  the  relation  between  currency  and  the 
work  it  has  to  do.  A  similar  elasticity  appears  in 
the  use  of  notes  for  exchanges  which  are  made  by 
handing  over  notes.  If  the  notes  are  more  quickly 
circulated  they  may  do  more  transactions.  We  may 
safely  use  this  method  of  counting  all  exchanges 
for  calculating  the  work  the  notes  perform,  because 
at  any  one  time  there  is  a  fairly  firm  custom  estab- 
lished which  regulates  how  much  exchange  is  done 
by  the  different  methods,  and  custom  always  offers 
resistance  to  change.  Elastic  as  is  the  use  of  currency 
on  the  whole,  its  use  remains  fairly  constant.  The 
conditions  which  permanently  determine  its  direct 
use  do  not  much  alter,  except  gradually  and  over 
long  periods.  But  important  variations  do  occur. 
Thus  when  the  banks  want  more  currency  to  finance 
the  loans  they  make  and  offer  a  higher  price  (higher 
percentage  for  loans  of  currency  to  them)  the  other 
users  of  currency  hurry  up  with  their  supplies  and 
pour  them  into  the  banks. 

It  is  also  apparent  that  account  settled  exchanges 
are  limited  to  the  condition  that  they  are  between 
the  same  people  or  groups  of  people  and  that  they 
balance.  Otherwise  they  must  be  settled  in  notes. 
So  the  conceivable  circumstances  I  suggest  above 
are  not  likely  to  occur :  could  only  occur  in  fact 
if  all  people  kept  their  accounts  in  the  same  office, 
and  did  not  overdraw  their  accounts. 

I  do  not  say  that  to  exclude  balanced  exchanges 
is  unsound  and  unsuitable,  but  only  that  I  prefer 
to  include  all  exchanges,  as  it  calls  attention  to  the 
existence  of  the  whole  body  of  actual  exchanges 
which  take  place. 
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Note. — The  cheque  might  be  considered  to  be  a  cur- 
rency intermediate  to  the  currency  note.  It  is  a 
go-one  currency.  The  cheque  represents  its  face 
value  and  effects  intermediate  payment  of  the  goods 
bought.  It  is  generally  only  used  to  effect  the  single 
payment  and  then  withdrawn,  i.e.  not  used  again  for 
another  purchase,  though  such  second  and  continued 
use  is  not  impossible,  and  does  take  place  occasionally. 
Cheques  are  withdrawn  after  use,  and  so  do  not  accu- 
mulate and  depreciate  in  value  like  the  currency  note. 
No  one  also  is  bound  to  accept  them  as  they  are  bound 
to  accept  the  currency  note.  In  this  respect  they  are 
akin  to  the  fractional  currency,  which '  also  no  one  is 
bound  to  take  above  a  certain  amount  in  payment  of 
debts. 

The  above  consideration  is  offered  to  show  an  essential 
and  interesting  aspect  of  currency. 

It  has  been  suggested  to  me  that  credits  affect 
prices.  They  do  so,  as  they  make  the  notes  go  farther 
and  do  more  work,  which  is  equivalent  to  increasing 
the  notes.  That  fact  may  be  considered  here.  It 
does  not  show  that  notes  are  superseded.  Only  they 
are  made  more  effective.  When  much  credit  is 
given  it  means  that  all  the  notes  in  the  banks  are 
used  as  far  as  possible,  all  that  can  be  spared  from 
the  reserves  are  issued,  and  a  call  to  the  public  is 
made  for  more  notes,  call  money  rates  go  up,  and  the 
public  hurry  in  with  any  notes  they  can  spare  from 
use  in  purchasing  goods.  Notes  are  thus  not  only 
used  more  fully  and  freely  by  the  banks,  but  the 
public  also  are  stimulated  to  use  them  more  freely 
and  to  bring  them  into  the  banks  who  circulate 
them.  The  notes  are  turned  round  more  quickly 
and  do  more  work,  which  is  the  equivalent  of  there 
being  more  notes.  Bank  credits  also  increase  the 
exchanges  made  by  cheques  and  transfer  of  account. 
Credits  might  be  extended  indefinitely  and  might 
effect  innumerable  exchanges  but  for  their  cost, 
which  has  to  be  met  eventually. 
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The  banks  have  to  be  cautious  that  this  demand 
and  activity  does  not  lead  them  into  carelessness 
in  granting  loans,  looking  to  ultimate  repayment. 
Subject  to  that  the  banks  are  safe  in  granting  loans 
at  any  rate  at  which  the  public  will  take  notes  and 
they  (the  banks)  can  obtain  them. 

Bank  notes,  Treasury  bills,  bills  of  exchange,  notes 
of  hand  and  all  negotiable  instruments  so  far  as  they 
are  used  to  effect  exchanges  and  are  not  merely  held 
as  securities,  are  substitutes  for  legal  currency. 
All  of  them  are  of  limited  use  in  effecting  exchanges, 
being  confined  to  exchanges  for  which  they  are 
appropriate.  They  are,  for  instance,  often  of  very 
large  amounts  and  so  not  suitable  for  exchanges  of 
small  value.  Again  they  are  not  always  acceptable 
and  they  cannot  be  forced  upon  the  other  party. 
They  are  all  finally  dependent  upon  the  legal  currency, 
since  their  payment  in  currency  notes  can  be  insisted 
on  when  they  fall  due.  It  is  not  uncommon  to 
speak  "of  all  these  several  substitutes  as  themselves 
being  currency.  But  this  is  unsound  and  ignores 
a  very  important  distinction.  Each  of  these  substi- 
tutes has  a  value  of  its  own  which  is  measured  in 
terms  of  the  legal  currency  note,  and  depends  upon 
its  own  supply  and  demand,  the  demand,  as  I  have 
pointed  out,  having  its  own  restriction,  and  the 
supply  also  having  conditions  different  from  that 
of  the  currency  note  or  in  gold  currency  countries 
of  the  gold  coin.  The  legal  currency  note  is  the  key 
of  the  whole  system.  It  is  this  which  is  the  one 
and  only  standard  of  value  and  which  therefore 
determines  all  prices,  the  prices  of  all  currency  sub- 
stitutes even  being  measured  in  terms  of  the  currency 
note.  If  you  take  my  name  I  must  add  something 
to  it  for  my  own  distinction.  So  if  these  substitutes 
are  to  be  called  currency,  I  must  add  the  word  "  note," 
as  in  "  currency  note  "  or  "  legal  "  currency  to  denote 
the  Simon-pure,  the  word  legal  signifying  not  that 
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the  use  of  the  note  is  permissible  only  but  that  its 
use  may  be  insisted  on. 

The  converse  of  what  I  have  been  saying  as  to 
considering  all  exchanges  as  the  work  or  duty  of 
the  currency  note  may  very  usefully  have  attention. 
I  might  very  well  prefer  to  say  only  exchanges  in 
which  the  note  is  directly  used  need  be  considered 
as  the  duty  of  the  note,  and  this  would  be  true  and 
may  be  a  better  way  of  considering  the  matter. 
Really  which  way  we  look  at  and  treat  the  matter 
will  not  affect  our  argument,  but  it  is  important  to 
see  both  sides  of  this  question.  It  is  the  failure  to 
realize  the  view  which  I  advocate  that  the  duty  of 
the  note  is  to  father  all  exchanges  but  not  always 
to  carry  them  out  directly,  which  I  believe  blinds 
men  into  the  supposition  that  such  a  measure  as 
paying  off  the  floating  debt — re  deeming  Treasury  bills, 
etc.,  will  reduce  prices.  Notwithstanding  that  by 
this  measure  a  large  quantity  of  fiduciary  or  symbolical 
money  is  abolished,  it  will  be  found  that  no  effect 
will  be  produced  on  prices  because  this  particular 
form  of  money  will  be  immediately  replaced  by  some 
other  form,  may  be  cheques,  may  be  bonds,  or  what 
not.  Business  men  will  not  turn  to  using  notes 
direct  for  the  great  exchanges  when  Treasury  bills 
go  out,  but  will  use  some  other  convenient  form 
suitable  for  these  large  values,  and  will  create  a 
suitable  symbolical  money  when  it  is  required. 
Only  the  measure  I  advocate  of  reducing  the  number 
of  notes  will  reduce  average  prices. 

In  all  exchanges  by  these  subsidiary  or  symbolical 
moneys  there  must  be  the  real  note  behind  to  give 
reality  to  the  intermediary  exchange.  The  note 
stands  behind  the  transaction  in  all  such  exchanges, 
in  this  respect,  that  the  subsidiary  or  symbolical 
money  itself  can  always  be  exchanged  for  the  note, 
and  not  only  can  be  so,  but  such  an  exchange  may 
always  be  demanded,  and  the  courts  will,  if  necessary. 
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enforce  the  demand.  Government  would  never 
refuse  to  give  notes  for  silver  or  copper  coins  and 
should  not  refuse  to  give  the  latter  for  the  former, 
and  indeed  do  not  do  so  when  they  have  them. 
Also  the  note  can  always  be  directly  demanded  in 
any  exchange,  and  this  under  the  law  is  in  fact 
demanded  whenever  there  is  not  sufficient  confidence 
in  the  symbolical  money  offered. 

For  this  reason  no  explanation  of  currency  and 
its  function  in  exchanges  is  sufficient  which  does 
not  take  into  consideration  all  exchanges,  both  those 
made  directly  with  notes  and  those  made  indirectly 
where  there  are  notes,  which,  like  zealous  policemen, 
stand  by  to  see  that  the  law  is  obeyed,  or  shall 
we  say,  which  stand  by  to  ensure  that  the  exchange 
is  effective. 

Another  consideration  arises  which  may  be  men- 
tioned. If  average  prices  are  reduced,  neces- 
sarily many  individual  prices  will  fall,  but  not 
every  individual  price.  Some  may,  and  will,  still 
rise  considerably  under  the  influence  of  conditions 
specially  affecting  them.  It  might  be  urged  if  the 
proposals  made  are  adopted  and  currency  withdrawn 
as  supplies  of  goods  decrease  the  effect  of  scarcity 
in  raising  prices  is  diminished,  if  not  altogether 
removed.  This  will  remove  a  stimulus  to  production. 
Plenty  of  stimulus  is  left :  viz.  to  supply  a  want. 
Profits  are  relative,  and  work  will  continue  at  an 
accepted  rate  of  profit  as  long  as  the  opportunity 
continues  and  the  want  is  not  fully  supplied.  Or 
looking  at  the  matter  another  way  we  may  remind 
ourselves  it  is  goods  and  services  which  ultimately 
exchange  for  goods  and  services.  In  direct  exchanges, 
if  one  particular  article  fails,  it  becomes  relatively 
to  all  other  articles  much  dearer.  Though  the  actual 
figure  of  price  may  not  seem  large,  it  will  be  so  when 
paid,  as  it  ultimately  is  in  other  goods  and  services. 

So  there  is  no  fear  under  the  system  of  control  of 
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currency  which  is  proposed  of  not  giving  full  encour- 
agement of  production  of  scarce  articles. 

APPENDIX  C 

Put  mathematically 
If  p  is  the  average  price 
a  the  number  of  exchanges 
h  the  total  currency  ^ 
then  pa  =  b  or  p  =  - 

APPENDIX  D 

Proposition  ii  may  be  more  clearly  realized  by 
persons  who  have  the  mathematical  habit  if  put 
in  mathematical  language.  Let  XY  =  Z  where 
X  is  the  number  of  notes  given,  Y  the  number 
representing  the  value  of  the  note,  andZ  the  numerical 
value  of  the  commodity  sold.  If  Z  does  not  change 
between  one  transaction  and  another,  then  any 
change  in  the  number  X  will  depend  entirely  on  a 
corresponding  inverse  change  in  Y,  the  number 
representing  the  value  of  the  note.  If  Z  increases 
the  product,  XY  must  increase,  but  this  in  no  way 
alters  the  relation  between  X  and  Y,  viz.  that  they 
vary  inversely  and  that  so  varying  they  can  be  made 
to  represent  any  value. 

Let  X  =  10  and  Y  =  i 
then  10  multiplied  by  i  =  lo 
and  so  also  27  multiplied  by*  if  =  10 
In  these  cases  Z  has  the  value  of  10 

If  not  only  Y  falls  in  value,  but  Z  also  increases 
in  value,  say  to  15,  the  price  will  be  greatly  raised, 
thus  15    multiplied  by  i  =  15 
and  40J  multiplied         =  15 
So  under  the  double  influence  of  a  large  issue  of 

*  The  present  value  of  the  note  compared  with  its 
value  in  191 4. 
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notes  and  a  large  loss  of  goods  and  services  to  exchange 
for  notes,  we  get  a  rise  of  price  from  10  to  27  in 
one  case  and  from  15  to  40J  in  the  other. 

We  see  here  illustrated  the  principle  "  every  force 
has  its  full  effect  in  its  own  direction."  But  as  a 
fact  of  observation  we  shall  probably  find  the  price 
'  does  not  rise  so  much  as  from  10  to  15,  or  still  less 
as  from  15  to  4o|.  An  important  new  influence 
comes  in  which  disturbs  and  upsets  the  proportional 
rise.  This  influence  which  determines  the  price 
of  an  article  is  that  if  it  is  a  necessity  it  must  be 
bought  up  to  the  amount  necessary.  After  that 
purchase  is  optional,  and  the  article  becomes  rela- 
tively a  luxury.  The  purchaser's  income  being 
limited  he  must  limit  his  expenditure.  He  buys 
necessities  up  to  the  necessary  amount  and 
denies  himself  luxuries.  Per  contra  the  seller 
is  sure  of  a  sale  of  a  certain  amount  of  necessary 
goods,  but  doubtful  about  the  luxuries.  And  so 
there  is  this  disturbing  influence  which  prevents 
the  rise  or  fall  of  individual  prices  being  proportional 
to  the  general  rise  or  fall  of  prices  where  but  for  this 
condition  a  proportional  rise  of  the  value  of  all 
commodities  might  be  expected.  Thus  if  a  note 
has  half  its  former  value  the  same  nominal  income, 
which  is  all  many  of  us  get  (pensioners  and  all  on 
fixed  incomes),  won't  go  as  far  as  formerly.  What- 
ever may  be  necessary  will  be  given  for  as  much 
bread  as  we  must  have,  but  the  motor  is  knocked 
off.  The  motor  will  perhaps  not  be  bought  anyhow 
at  twice  its  former  price  even  if  the  income  is  doubled. 

Other  influences  or  forces  which  interfere  with  a 
proportional  rise  of  prices  are  the  strong  influence  of 
custom,  specially  noticeable  in  the  case  of  wages  and 
salaries.  Then  a  rise  of  prices  due  to  increased  cur- 
rency may  set  in  immediate  and  more  rapid  motion 
a  movement  which  was  already  prepared  for  by  other 
causes. 
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It  is  a  case  of  two  indeterminates  and  only  one 
equation. 

APPENDIX  F 
How  to  get  the  evidence  ? 

There  is  a  general  rule  or  practice  in  analysing 
effects  which  are  the  result  of  several  causes. 

I  am  in  a  room  and  I  feel  very  hot.  Is  it  I  or  the 
room  which  is  very  hot  ?  I  ask  all  my  neighbours 
do  they  feel  hot.  They  all  say  no.  I  think  it  must 
be  I  and  not  the  room.  I  use  a  thermometer.  It 
shows  a  temperature  of  say  60°  in  the  room.  I  test 
myself  and  it  shows  99°  or  100°,  and  I  am  sure  that 
I  have  fever.  There  is  a  distinction  between  general 
and  special  effects  which  we  conclude  must  be  due 
to  general  or  special  causes  respectively.  The  general 
rule  is  that  like  causes  produce  like  effects. 

APPENDIX  G 

Does  the  proposition  13  require  proof  ? 

Some  one  may  perhaps  argue  that  all  commodities 
may  rise,  or,  at  least,  more  rise  than  fall.  For  one 
thing  this  could  not  be  unless  there  were  more 
currency  than  before.  But  though  true,  this  answer 
may  be  said  to  be  begging  the  question.  For  another 
thing,  it  is  goods  and  services  which  are  really  ex- 
changed and  currency  is  only  an  intermediary.  Like 
all  intermediaries  it  is  either  indifferent  to  its  prin- 
cipals, the  things  exchanged,  or  if  it  favours  one 
party  it  necessarily  pro  tanto  is  unfavourable  to 
the  other.  What  it  takes  from  one  it  gives  to  another. 
Or  if  one  party  takes  more  from  it,  the  other  party 
must  take  less.    Only  if  after  one  party  has  taken  its 
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share  it  grows  larger,  can  the  other  party  take  more 
than  would  have  been  its  original  share. 
^  This  balancing  is  an  essential  condition  of  exchanges. 
To  use  an  Irishism,  if  all  commodities  and  services 
rose,  they  wouldn't  rise  at  all,  as  such  increases  must 
balance  each  other.  It  would  be  a  camouflaged 
increase!  The  ultimate  fact  is  that  services  and 
goods  exchange,  and  the  money  is  a  medium  or 
intermediary  only.  I  maintain,  of  course,  that 
prices  couldn't  all  rise  together  unless  currency  were 
increased. 

Appreciation  of  all  goods  and  services  is  the  equiva- 
lent of  depreciation  of  currency,  and  it  also  could  not 
take  effect  in  prices  without  increase  of  currency. 
See  Appendix  P. 

APPENDIX  H 

It  is  necessary  to  distinguish  the  general  index 
number,  which  is  the  index  number  of  currency 
from  the  special  index  numbers  of  separate  commodi- 
ties. A  consideration  of  the  way  in  which  the  figures 
are  built  up  will  show  that  by  including  the  prices 
of  several  interchanging  commodities  we  secure 
equivalent  rises  and  falls  in  our  calculation.  For 
when  two  commodities  interchange  directly  a  rise 
in  one  involves  a  corresponding  fall  in  the  other. 
A  table  of  prices  suitably  chosen  therefore  shows 
corresponding  rises  and  falls.  Each  of  the  prices 
so  taken  shows  the  action  of  causes  affecting  the 
goods  only,  because  when  goods  are  interchanged 
without  the  medium  of  currency,  currency  clearly 
cannot  come  into  consideration.  But  when  all 
these  prices  are  taken  together  and  an  average 
struck,  if  it  is  found  that  the  average  has  risen  from 
period  to  period,  this  must  be  due  to  a  change  in 
currency,  for  it  is  only  currency  which  is  present  in 
all  exchanges. 
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APPENDIX  I 

Put  mathematically 
V  =  value    S  =  supply    D  =  demand 

D 

V  00  D  and  V  00  S  or  V  00  - 

S 

I  would  prefer  to  call  this  theory,  which  is  really  a 
supply  and  demand  theory  of  currency,  by  that  name 
to  calling  it  the  Quantitative  theory,  which  is  strictly 
appropriate  only  if  D  the  demand  is  constant,  which 
it  is  not. 

APPENDIX  K 

What  should  we  say  if  the  standard  of  weight  or 
length  was  variable  ?  If  a  yard  was  sometimes 
36  inches  and  sometimes  30,  and  it  was  never  known 
which  it  would  be  ?  I  might  buy  land  to-day  with 
the  big  measure  and  sell  it  to-morrow  by  the  small 
measure.  It  may  be  said,  "  Oh,  but  the  land  is  the 
same  and  allowance  will  be  made  for  the  change  of 
measure."  Very  well  then,  there  is  absurdity,  the 
absurdity,  and  let  me  add,  confusion  of  speaking  of 
the  same  thing  by  different  numbers.  If  I  say  a 
piece  of  land  is  beautiful,  and  it  is  badly  drained, 
I  call  attention  to  important  facts.  But  if  I  say  it 
is  20  and  it  is  30,  I  create  confusion  and  absurdity. 
And  this  confusion  I  may  use  to  cheat  or  to  deceive 
or  to  modify  my  bond,  which  is  wickedness.  But 
in  the  case  of  the  note,  the  standard  of  value.  Govern- 
ment step  in  and  pass  a  law  that  the  note  is  to  be 
treated  as  if  it  were  the  same  no  matter  what  its 
value  may  be.  And  this  law  has  been  accepted 
and  is  acted  on.  And  now  see  one  form  of  fraud 
which  this  can  give  rise  to.  Government  promise 
to  give  me  5  notes  a  year  for  100  I  have  lent  them. 
See  Appendix  T.    They  then  water  the  note  by 


For  Line  3,  Appendix  I..,  write  : 

D 


V  oc  D,  V  X  S,  or  V  oc  ^, 


V  varies  directly  as  D  and  V  varies  inversely 
as  S,  therefore  V  varies  directly  as  — . 
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a  largely  increased  issue  of  notes,  reduce  its  value, 
and  give  me  5  reduced-value  notes.  Look  at  my 
loss.  Some  people  try  to  escape  from  the  con- 
clusion that  I  have  lost  by  saying,  "It  is  not 
the  note's  depreciation  which  has  hit  you,  but 
the  appreciation  of  the  goods."  There  may  have 
been  such  appreciation,  and  if  so  it  also  has  hit 
me.  But  if  there  has  been  depreciation  of  the 
notes,  that  also  has  hit  me.  I  suffer  on  both 
counts.  It  is  like  saying,  "  It  was  not  the  bullet 
I  fired  into  your  head  which  hurt  you,  but  one 
of  those  other  bullets  which  have  hit  you  in  other 
parts  of  your  body.''  The  bullet  in  the  head  stands 
for  itself  and  hurt  me  anyhow,  whatever  the  other 
bullets  did.  The  aggregate  pain  I  suffer  is  no 
doubt  greater  from  several  bullets  than  from  one, 
but  that  is  not  in  question. 

To  continue  the  argument,  the  five  reduced-value 
notes  need  not  be  accepted  at  their  face  value  in 
any  new  contract  I  may  make,  the  purchase  of 
food  and  so  on,  and  they  will  not  be  so  accepted. 
I  shall  get  less  for  them  according  to  their  deprecia- 
tion, and  so  the  loss  falls  upon  me.  The  depreciation 
of  the  currency  causes  loss  to  every  one  who  holds 
it  during  the  period  of  its  depreciation.  A  deprecia- 
ting currency  is  just  like  ice  which  melts  away  while 
you  hold  it. 

APPENDIX  L 

Is  it  assuming  too  much  to  say  that  the  standard 
of  value  should  be  constant  ? 

There  will  be  some  who  will  deny  even  this.  Some 
who  will  think  they  see  some  benefit  in  its  becoming 
higher  or  lower  as  the  case  may  be.  For  instance, 
holders  of  currency  will  like  its  value  to  be  raised. 
Holders  of  goods,  on  the  other  hand,  may  like  it  to 
be  lowered.    Any  one  can  see  that  it  is  no  use  receiv- 
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ing  more  coin  if  it  has  so  depreciated  that  the  value 
received  is  the  same,  e.g.  that  lo  notes  at  value  i 
equal  20  notes  at  value  J,  or  10  sovereigns  equal 
20  sovereigns  with  half  the  former  quantity  of 
gold  in  each  of  the  latter,  the  old  way  of  depre- 
ciating the  currency.  But  the  question  of  con- 
tracts made  before  the  change  comes  in :  If  under 
the  law  and  custom  the  old  contracts  are  inter- 
preted in  terms  of  the  new  currency  unit  value, 
clearly  there  must  be  loss  to  one  party  to  the  contract 
and  gain  to  the  other,  e.g.  I  lose  on  my  pension,  but 
if  I  have  to  pay  an  annuity  I  gain  if  the  note  is 
depreciated  after  the  contract  has  been  made.  But 
such  losses  or  gains  are  fortuitous  and  not  to  be 
permitted  if  they  can  be  avoided. 

APPENDIX  M 

It  will  be  useful  to  analyse  more  carefully  what 
is  the  loss  due  to  the  depreciation  of  currency  and 
the  appreciation  of  goods  respectively.  If  both 
these  occur,  then  both  affect  prices.  If  no  other 
causes  acted  on  prices  it  would  not  be  difficult  to 
separate  and  distinguish  what  is  due  to  each  of 
these  causes.  The  general  index  number  would  show 
the  former  and  the  special  index  number  of  the 
commodity  would  show  the  latter.  But  other 
influences  do  come  in,  notably  the  necessity  and 
luxury  influences  which  act  differently  on  different 
commodities.  This  is  referred  to  in  Appendix  B. 
Then  no  doubt  other  influences  come  in,  such  as 
Government  interference,  increased  cost  of  produc- 
tion, due  to  a  rise  of  wages  or  scarcity  of  materials, 
cost  of  transport,  and  probably  many  more  influences 
which  are  unsuspected.  These  all  influence  the 
price,  and  come  under  the  generic  description  of 
appreciation  of  the  goods.  They  appear  in  the 
specific  index  number  of  each  kind  of  goods,  which 
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show  how  these  goods  have  varied.  Some  of  them, 
however,  are  or  may  be  clearly  due  to  the  deprecia- 
tion of  currency.  It  seems,  therefore,  impossible 
altogether  to  separate  the  causes  ultimately  when 
they  are  so  inseparably  interrelated.  But  we  can 
distinguish  many  causes  as  directly  acting  upon 
goods  and  others  as  directly  acting  upon  currency. 

The  loss  to  the  individual  person  by  high  prices 
(or  the  depreciation  of  currency)  is  that  he  loses  on 
the  articles  he  purchases.  So  far  as  he  does  not 
purchase  or  spend  his  money  his  loss  is  only  potential, 
i.e.  it  is  certain  to  take  place  as  soon  as  he  does 
spend,  but  meanwhile  the  loss  is  in  abeyance. 

A  similar  loss  is  felt  by  the  individual  in  regard 
to  all  his  securities.  Here  also  the  loss  is  potential 
and  will  not  be  felt  unless  he  has  to  sell  them  and 
turn  them  into  notes,  and  in  that  case  he  will  get  his 
full  number  of  notes,  but  they  will  be  reduced- value 
notes,  which  will  bring  him  in  less  goods. 

What  I  have  said  above  applies  also  to  the  bankers 
and  shareholders  of  a  bank,  and  the  gains  these 
people  make  (or,  and  it  is  the  same  in  effect,  the 
saving  of  expenditure  they  make)  when  additional 
notes  are  issued  by  the  Treasury  must  be  set  off 
against  the  losses  from  high  prices  which  the  issue 
produces.  Bankers  write  off  the  losses  on  their 
securities  due  to  their  fall  in  value  as  securities,  but 
they  cannot  write  off  this  potential  loss  due  to  the 
certainty  that  when  and  if  their  securities  have  to 
be  sold,  only  depreciated  notes  will  be  given  for  them. 

It  is  not  intended  to  suggest  that  prices  would 
have  remained  as  before  the  war  if  the  measures  I 
propose  had  been  adopted.  While  the  general  level 
of  prices  or  average  of  prices  would  have  remained 
constant,  many  prices  would  have  risen  owing  to  the 
scarcity  of  the  goods.  The  relative  price  of  the  goods 
which  rose  most  might  even  have  been  greater.  This 
follows  from  an  interesting  mathematical  law :  viz. 
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that  a  ratio  of  greater  inequality  is  increased  (and  of 
less  inequality  diminished)  by  the  addition  of  equal 
quantities. 

As  an  example,  if  both  numerator  and  denominator 

of  —  are  increased  by  4  we  get  ^      ^  = 
5  5+4  9 

and       =  50_  i3  i^gs  than  A-  =  ^ 
9       45  5  45 

This,  however,  is  only  one  of  many  influences  to 
which  prices  are  subject,  and  I  do  not  mention  it  as 
necessarily  a  determining  influence,  by  which  I  mean 
that  other  influences,  such  as  Government  inter- 
ference, might  outweigh  it.  The  resultant  price  of 
any  article  would  be  determined  by  many  influences 
bearing  upon  that  article,  many  of  which  may  be 
obscure. 

The  £1,000  which  the  argument  under  the  heading 
"  loss  to  the  taxpayer  "  allots  to  the  taxpayer  would 
not  have  brought  so  much  as  before  the  war,  but 
more  than  the  £1,400  actually  can  buy. 


APPENDIX  N 

It  is  interesting  but  melancholy  to  reflect  that 
whereas  before  the  war  the  income  tax  was  about 
IS.  in  the  pound  and  the  super  tax  began  at  £3,000 
gross  or  £2,850  net,  now  it  begins  at  £2,000  gross  or 
£1,400  net,  which  has  only  £518  pre-war  value.  To 
treat  the  gross  income  before  it  is  taxed  as  the  super 
tax  limit  when  the  income  tax  is  6s.  in  the  pound  is 
surely  very  misleading.  It  makes  it  appear  that 
£2,000  is  the  limit  when  £1,400  is  really  the  limit. 
To  intercept  a  man's  money  and  then  tax  him  on 
it  as  if  he  had  really  received  it,  is  surely  the  limit 
of  unreasonableness. 
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APPENDIX  0 

The  currency  of  any  country  can  be  brought  to 
any  standard  value  by  manipulating  its  amount, 
and  this  will  probably  be  the  way  the  value  of 
currency  will  be  recovered.  But  it  is  doubtful 
whether  the  confidence  of  the  people  in  its  currency 
will  be  established  unless  they  see  something  of 
value  like  a  gold  coin.  However,  the  people  have 
not  much  say  in  the  matter,  and  if  the  note  becomes 
really  valuable  they  will  soon  discover  the  fact  and 
confidence  will  grow,  and  the  cost  of  a  gold  coinage 
may  be  avoided. 

APPENDIX  P 

I  give  a  story  of  a  wedded  couple,  as  I  have  heard 
it,  and  leave  it  to  my  readers  to  find  the  application. 
A  newly-married  wife,  as  sometimes  happens,  was 
kissing  her  husband  and  said,  "Now,  what  are  my 
kisses  worth  apiece  ?  "  The  husband  said  they  were 
priceless.  "  Well,"  said  the  wife,  "  let  us  put  them  at 
a  guinea  apiece,"  and  the  husband  agreed  that  that 
was  cheap.  Some  days  later,  I  forget  how  long,  the 
wife  said,  "  My  dear,  you  owe  me  £500.  Can  you 
let  me  have  £100  ?  "  "  Well,  it  is  very  difficult,"  said 
the  husband ;  "we  have  had  so  many  expenses  lately  ; 
but  I  will  see  what  I  can  do."  Next  morning  a  letter 
came.  "  Oh,  Jack,  this  is  splendid ;  here  is  an  invita- 
tion to  a  garden  party  at  Buckingham  Palace :  uniform 
and  orders  to  be  worn.  Of  course  you  will  take  me, 
and  you  will  look  splendid.  I  shall  be  so  proud  of  you. ' ' 
"What  day  is  it?"  "Oh,  Friday  next,  at  four." 
"That  is  unfortunate,  it  is  just  the  time  I  had  fixed 
for  a  business  meeting,  when  I  hoped  to  make  £500 
to  pay  your  debt.  If  I  miss  this  meeting  I  do  not 
see  how  I  can  possibly  raise  this  money."  After  a 
pause,  "  My  dear,  you  are  a  humbug,  but  I  see  I  must 
give  up  billing  for  the  kisses."    And  so  they  went  to 
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the  garden  party,  where  they  were  graciously  and 
cordially  welcomed  by  the  King,  and  let  us  hope 
they  were  happy  ever  after. 

APPENDIX  Q 

The  reader  must  distinguish  between  a  token 
currency  and  a  token  coin.  Silver  and  copper  coins 
in  England  are  token  coins,  and  become  so  by  the 
limitation  of  their  use.  A  currency  becomes  a  token 
currency  by  limitation  or  control  of  its  amount. 

APPENDIX  Ri 

THE  EXAMPLE  OF  HORSE  AND  CART 

We  have  in  this  argument  an  instance  of  the 
correlative. 

As  an  illustration  of  a  similar  case  of  the  correla- 
tive, let  me  put  the  following  proposition. 

The  horse  pulls  the  cart.  Correlative,  the  cart 
pulls  the  horse.  At  once  many  people  will  say  of 
the  second  proposition,  don't  talk  nonsense,  the  cart 
does  not  pull  the  horse.  Are  you  quite  so  sure  it 
is  nonsense  ?  Think  it  over.  The  philosopher,  if 
a  wise  man,  will  say,  I  know  that  to  every  action 
there  is  an  equal  and  opposite  reaction.  It  must 
be  therefore  that  the  cart  must  pull  against  the 
horse  just  as  strongly  as  the  horse  pulls  against  the 
cart.  The  common  people,  who  do  not  know  or 
believe  in  the  universal  maxim  also  attach  to  the 
word  "  pull "  certain  ideas  of  movement,  which  are 
not  essential  to  the  idea  and  the  word  which  repre- 
sents the  idea.  Using  the  word  pull  in  its  essential 
meaning,  the  proposition  the  cart  pulls  the  horse  is 
true.  And  he  would  look  for  experiences  to  bear 
him  out  and  would  find  them.  He  may  know  the 
following : 

The  common  man  may  say :  I  can't  think  of  any 
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instance  of  the  cart  pulling  the  horse.  The  cart  is 
a  non-living,  inert  thing,  it  cannot  pull.  Your 
proposition  is  foolish.  A  more  observant  man  will 
say :  It  is  not  a  common  experience,  but  I  was  stand- 
ing on  a  steep  hill  and  I  saw  a  cart  run  backwards 
and  pull  the  horse  over — a  very  nasty  accident — 
the  horse  was  killed.  And  he  might  add,'and  every 
cart  going  down  the  hill  pushed  its  horse  along,  and 
some  which  were  very  heavy  and  had  no  breaks 
nearly  pushed  their  horse  over.  Pushing  and  pulling 
in  this  connexion  are  much  the  same.  In  China,  I 
have  heard,  horses  are  often  made  to  push  their  carts. 

APPENDIX  R2 

If  you  sit  children  down  to  a  game  of  stakes  and 
give  them  10  counters  each  they  will  stake  in  I's. 
Give  them  100  counters  and  they  will  stake  in  10 's, 
and  they  can  play  the  game  just  as  well  in  the  one 
case  as  the  other.  The  stakes  are  prices.  Verbum 
sap.  The  children  will  certainly  not  throw  up  the 
game  because  they  are  cut  down  from  100  counters 
to  10,  though  they  may  not  think  the  game  so  much 
fun  as  they  like  playing  with  counters.  Neither  will 
grown-up  children  stop  exchanges  because  the 
counters  (currency)  are  fewer  and  the  prices  less. 
Exchanges  must  be  made  or  the  people  die. 

APPENDIX  R3 

To  show  how  prices  are  reduced  I  will  further 
analyse  the  case  and  explain  that  the  seller  of 
goods  is  losing  interest  on  his  goods  while  holding 
them  up.  Unless  he  can  make  good  such  loss  by 
getting  a  higher  price  it  is  unwise  to  hold  them. 
Indeed,  for  it  to  be  profitable  for  him  to  hold  up  his 
goods  he  must  make  more  by  the  higher  price  than 
the  interest  he  would  get  by  selling  at  once  and 
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investing  (or  re-using  his  money).  When  the  banks 
are  paying  much  for  call  money  they  are  also  charging 
much  for  loans.  The  seller,  whether  he  is  holding 
up  on  borrowed  money  or  is  debarred  from  investing 
because  he  has  not  realized  by  sales,  is  equally  losing 
if  he  holds  on  to  his  goods  when  call  money  and  loans 
are  dear.  He  will  therefore  be  driven  to  sell  his 
goods  even  if  he  has  to  take  less  because  on  balance 
he  is  losing  by  not  doing  so.  This  is  how  it  comes 
about  that  prices  fall  when  currency  is  short  for  the 
work  it  has  to  do. 

APPENDIX  S 

An  instance  where  the  change  of  the  standard 
materially  affects  not  merely  the  figures  of  the  calcu- 
lation, but  actual  values  is  -familar  to  settlement 
officers  in  India.  In  Bengal  and,  I  believe,  generally 
in  India  it  was  customary  to  measure  length  by 
the  hath  or  forearm  of  a  man.  The  landlord  would 
produce  a  long-armed  man  and  the  tenant  a  short- 
armed  man.  The  measurement  naturally  worked 
out  differently,  and  as  it  was  accepted  by  both  parties 
that  the  rent  was  by  the  measurement,  the  rent  was 
more  or  less  according  to  the  man  selected.  Some 
value  in  having  a  long  arm  !  • 

APPENDIX  T 

To  each  age  its  own  problems  and  its  own  deceits. 
The  present  method  of  depreciation  of  the  currency 
is  very  different  from  that  adopted  in  the  so-called 
good  old  days  of  King  Harry.  In  those  days  the 
crude  method  of  taking  in  the  coin  and  re-issuing 
it  with  less  gold  or  silver  was  adopted.  This  perhaps 
deceived  but  few,  but  it  must  have  made  it  exceedingly 
difficult  to  express  values  if,  as  is  probable,  the  depre- 
ciation was  variable.    To-day  the  method  is  to 
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call  the  note  the  same  when  it  is  not  so,  and  the 
consequence  is  that  while  it  is  easy  to  express  values 
the  expressions  used  are  varying,  and  cannot  be 
true  unless  a  thing  can  be  at  once  itself  and  something 
different.  This  is  a  more  subtle  deceit  and  much 
more  dangerous. 

APPENDIX  U 

You  all  know  the  nursery  story  of  the  Queen  and 
the  diaphanous  clothes.  Perhaps  it  is  appropriate 
to  the  present  day. 

A  young  queen  was  very  fond  of  fine  clothes  and 
she  liked  to  have  them  extremely  fine,  and  was 
always  pressing  to  have  them  made  finer  and  finer. 
The  dressmakers  were  at  their  wits'  end,  but  said 
they  would  make  a  chef-d'osuvre,  and  a  proclamation 
was  issued  that  every  one  was  to  come  and  see  the 
beautiful  young  queen  in  her  new  magnificent  dress. 
And  the  day  came,  and  all  looked  and  wondered, 
when  a  mischievous  young  rascal  boy  shouted  out, 
"  Why,  she's  naked !  "  And  all  the  crowd  looked  and 
laughed  and  said,  "  Why,  so  she  is!  " 

APPENDIX  V 

It  will  make  much  difference  whether  prices  have 
to  adjust  themselves  to  production  or  production  has 
to  adjust  itself  to  prices.  In  the  former  case  there 
are  plenty  of  goods  which  are  going  as  cheap  as  they 
can  be  made.  In  the  latter  case  there  are  few  goods 
which  are  sold  at  as  high  a  price  as  they  will  be 
bought.  The  latter  occurs  when  the  high  price  is 
due  to  the  manipulation  of  currency. 

APPENDIX  W 

The  effect  of  stopping  the  coining  of  gold  when  the 
value  of  gold  has  risen  requires  further  analysis. 
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When  the  coming  of  gold  has  ceased  this  use  of  gold 
also  ceases,  and  in  the  .country  which  closes  its  mint 
the  demand  of  gold  for  coinage  is  cut  off.  But  unless 
other  countries  also  close  their  mints  the  appreciation 
of  gold  which  our  argument  assumes  to  have  taken 
place  will  cause  gold  to  flow  into  currency  in  those 
countries.  There  will  be  a  profit  in  sending  gold  to 
those  countries.  Under  normal  peace  conditions  this 
would  work  to  denude  the  country  which  closes  its 
mints  of  its  gold  coins.  Whoever  wanted  gold  would 
prefer  to  melt  down  gold  coins,  as  this  would  give  him 
more  gold  than  he  could  buy  for  the  same  number  of 
coins.  And  if  there  was  a  ready  and  profitable 
market  for  gold  in  foreign  countries  which  had  not 
closed  their  mints  and  could  absorb  it  into  their 
currency,  gold  coins  would  be  withdrawn  from  the 
closed  mint  country  and  would  flow  to  the  country 
which  kept  its  mint  open.  As  the  gold  coins  were 
withdrawn  their  place  would  have  to  be  filled  with 
notes,  or  otherwise  prices  would  fall  unduly  and  call 
money  and  loans  be  at  a  high  rate  of  interest.  Thus 
in  ordinary  times  the  gold  coins  would  drift  away, 
and  Government  would  be  wise  to  withdraw  them 
before  this  happened.  The  note  would  have  been 
made  inconvertible  when  the  mint  was  closed,  and  at 
the  same  time  probably  the  substitution  of  notes  for 
gold  coins  would  have  been  made.  Under  war  con- 
ditions this  result  was  brought  about  by  Government 
orders.  Gold  then  became  a  commodity  distinct 
from  the  currency,  and  if  the  currency  notes  had  not 
been  increased  as  gold  was  paid  away  and  went  into 
the  market  and  gold  became  cheaper,  the  £i  note  and 
the  gold  sovereign  would  have  drifted  farther  apart 
than  they  have.  With  gold  as  a  commodity  and  all 
the  sovereigns  in  Government  hands,  as  they  for  the 
most  part  were,  foreign  purchases  would  have  been 
made  as  they  were,  and  with  the  note  standing  at  its 
pre-war  value  and  gold  fallen  in  value  as  it  is,  we 
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should  have  had  two  prices,  a  gold  price  and  a  currency 
note  price,  for  gold  being  a  commodity  which  is  used 
as  an  international  currency  it  would  have  been 
found  convenient  to  quote  a  gold  price  (a  gold  price, 
be  careful  to  notice,  which,  like  the  currency  prices, 
would  have  been  stated  in  terms  of  currency).  In 
normal  times  if  all  gold  currency  countries  together 
closed  their  mints,  the  flowing  of  gold  into  currency 
being  cut  off  generally,  this  market  for  gold  would  be 
closed.  The  appreciation  of  gold  would  thus  receive 
a  check,  there  would  then  be  no  tendency  for  gold 
currency  to  be  melted  down  further  than  might  be 
occasioned  by  an  extended  demand  in  the  arts,  a 
demand  which  cheapening  of  gold  would  tend  to 
cause.  A  new  parity  of  gold  and  currency  would 
then  be  established  which  would  be  a  controlled  and 
not  a  free  exchange  parity. 

There  would,  however,  be  a  steady  tendency  for 
gold  coins  to  go  out  of  circulation,  though  it  would  be 
held  up  by  the  new  parity.  Any  one  wanting  gold 
for  the  arts  might  merely  for  convenience  collect  and 
melt  down  gold  coins,  and,  as  Government  would  not 
replace  them,  gold  coins  would  gradually  fall  out. 
There  might  well  be  a  continuing  appreciation  such 
as  would  follow  a  falling  off  of  production  or  lessening 
demand — to  speak  more  accurately,  a  lowering  of  the 
ratio  of  production  to  demand.  In  this  case  gold 
coins  would  continue  to  filter  away  with  each  appre- 
ciation of  gold,  if  they  had  not  all  been  withdrawn 
when  free  coinage  was  stopped  . 

APPENDIX  X 

It  is  perhaps  convenient  to  explain  how  it  is  that 
currency  is  reduced  in  quantity  in  gold  currency 
countries  when  gold  falls  in  value.  The  value  of  gold, 
as  of  all  else,  is  expressed  in  terms  of  currency,  and  a 
rise  means  that  more  units  of  currency  are  given  for 
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so  much  gold.  About  22  oz.  of  gold  are  contained  in 
100  sovereigns.  If,  say,  no  sovereigns  had  to  be 
given  for  22  oz.,  any  one  wanting  gold  would  prefer 
to  melt  down  sovereigns.  In  a  free  currency  country 
this  is  not  prohibited,  and  sovereigns  are  converted 
when  gold  rises  in  value.  It  may  also  be  noted  in 
regard  to  the  parity  of  gold  and  the  gold  currency 
unit  that  it  is  not  necessary  that  the  currency  should 
be  actually  melted  down  or  the  gold  coined,  if  this 
can  at  any  time  be  done  when  required.  In  these 
circumstances  gold  in  reserve  is  the  equivalent  of 
currency  and  currency  in  reserve  the  equivalent  of 
gold. 


APPENDIX  Y 

The  establishment  of  a  universal  standard  of 
currency  would  certainly  be  advantageous.  It  would 
not,  however,  mean  equal  prices  for  the  same  article 
in  every  place.  While  the  transportation  of  currency 
is  comparatively  easy  and  inexpensive,  the  same  is 
not  true  of  goods  and  services.  Local  prices  would 
therefore  still  continue,  owing  to  local  variations  in 
the  supply  of  goods  and  services. 
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Not  an  Appendix  and  not  part  of  the  Argument 
OF  THE  Book,  but  a  Caution  to  All  Govern- 
ments TO  BE  Honest  in  their  own  Interests. 

Borrowings  of  Government 

(a)  In  their  own  Currency 

I  have  already  pointed  out  that  when  the  Govern- 
ment borrows  £ioo,  and  promises  to  pay  £5  a  year, 
if  it  gives  five  depreciated  pounds,  the  borrower 
suffers  a  loss.  There  may  be  a  deliberate  fraud  or 
only  a  disappointment,  as  the  case  may  be,  but,  any 
way,  it  is  a  warning  for  future  guidance,  and  lenders 
will  only  lend  if  they  are  protected  from  this  source 
of  loss.  The  converse  of  this  is  that,  if  the  note  is 
appreciated  after  the  loan  is  made.  Government  has 
to  pay  more.  As  in  both  cases  the  result  is  due  to 
Government  action  and  not  to  the  lender's  action ;  Gov- 
ernment is  not  the  one  entitled  to  make  complaint, 
and  if  Government  first  depreciates  and  then  appre- 
ciates the  currency  Government  which  takes  the  good 
with  the  bad,  must  take  the  bad  with  the  good. 

{b)  In  Foreign  Currency 

In  this*  case  the  home  Government  undertakes  to 
pay  foreign  notes  and  it  must  buy  them  with  its  own 
notes.  If,  then,  the  borrowing  Government  depre- 
ciates its  own  notes,  it  will  have  to  pay  more  of  them 
unless  the  foreign  Government  equally  depreciates 
its  notes.  But  this  is  not  the  only  influence  which 
bears  upon  the  foreign  exchange.  Another  influence 
is  the  general  demand  for  the  notes  of  the  borrowing 
country  by  the  foreign  country,  apart  from  the  pay- 
ment of  the  loan  only.  Each  has  its  own  effect  in  its 
own  direction,  and  it  may  be  difficult  to  adjudge 
what  is  due  to  each.    But  it  is  certain  that  if  the 
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foreign  Government  depreciates  its  notes  since  it 
undertakes  to  pay  a  given  number  of  notes,  it  will 
be  giving  less  value  than  it  otherwise  would  have 
given. 

The  effect  of  all  this,  which  is  the  inevitable  conse- 
quence of  exchange,  is  that  there  is  risk  for  the  indivi- 
dual lending  either  to  home  or  foreign  Governments  due 
to  their  currencies  changing  in  values.  The  risk  is 
doubly  great  in  the  case  of  lending  in  a  foreign  coun- 
try, since  it  is  subject  to  the  action  of  the  foreign  and 
the  home  Government. 

When  all  this  is  fully  realized.  Governments  which 
borrow  and  then  depreciate  their  currency  will,  as 
borrowers,  be  held  suspect,  just  as  Governments  which 
borrow  and  then  keep  back  part  of  their  promised 
payment  in  taxes  are  held  in  distrust  by  foreigners 
who  do  not  consider  themselves  in  any  way  bound 
to  contribute  to  the  taxation  of  the  borrowing  coun- 
try. This  translated  into  human  conduct  means 
that  people  will  not  lend  to  a  foreign  country  which 
depreciates  its  currency  or  taxes  its  interest  payments, 
or  will  only  do  so  if  some  other  advantages,  such  as  a 
high  rate  of  interest,  outweighs  the  above  disadvan- 
tages. 
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